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FETTER’S “ECONOMIC PRINCIPLES’ 


Nothing from Professor Fetter’s pen can fail to claim the 
attention of all economists interested in the later development 
of that type of economic thinking termed, equally by its advocates 
and by its critics, the modern theory. To few among later workers, 
if to any, does the growth of the science owe larger or better service 
—criticism more illuminating and destructive, analysis more thor- 
ough and profound, suggestion more tantalizing and promising, 
constructive contributions more enduring or more substantial. It 
is, indeed, precisely the worth and the promise of the things which 
Fetter has achieved that prescribe the nature of my task as reviewer 
—such adequate report of his positions as I may render, and, there- 
with, such contributory analysis and such relevant criticism as may 


lie within my power. 


As was to be expected, Fetter’s book is altogether admirable in 
its logical structure and in the clear and orderly progress of the 
argument. Beginning with Part I, discussing the ‘Elements of 
Value and Price”—the problem of the price adjustment of imme- 
diately consumables, goods of direct service—the exposition 
moves, in Part II, to the derivation and fixation of the prices of 
intermediate goods—goods of indirect ministry to human desires. 

* Economic Principles, Vol. I. By Frank A. Fetter. New York: Century Co., 


1915. 8vo, pp. ix+523. 
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Part III applies the principles of price to the question of ‘‘ Valuable 
Human Services and Wages”; Part IV, “Time Value and Interest,” 
carries the argument forward to the discussion of the effects of time 
and of time-preference upon the exchange relations and the prices 
of durable goods and of goods of postponed service. Only in Part 
V are the functions of the entrepreneur and the determination of 
profit and the discussion of business costs ready for consideration. 
Part VI has to do with “‘ Dynamic Changes in Economic Society ”— 
population, restricted land supply, modifications of industrial 
technique, habits of saving, and the like. 

The guiding thread of the discussion, the principle of its organi- 
zation, is, then, quite obviously a theory of value—or of price. 
Values, or prices, are presented as derivative from human desires. 
The prices of all agents and instruments are reflected back from 
the prices of their products. These products, in turn, find not 
only the reason for their existence—their motive-cause—but also 
their price determination, in the desires to which they minister. 
The theory is, then, an unmitigated utility theory of price—or, 
perhaps not quite so clearly, a demand theory. In this sense it is 
essentially Austrian, though even less attention than with most 
of the Austrian writers is devoted to considerations of supply and 
of cost. Significant of this emphasis is the fact that Cost of Pro- 
duction as related to competitive price is discussed by Fetter 
in only one chapter of thirteen pages, out of six chapters and sixty- 
four pages, devoted, under Part V, to “‘ Enterprise and Profit,” in a 
book totalling 513 pages, and made up of thirty-nine chapters. 

Cost, in turn, so far as it gets discussed at all, is presented—in 
full conformity with the utility explanation of values and prices— 
as merely a displacement of alternative utilities. So presented, 
cost of production becomes merely a systematic application of 
the opportunity-cost principle—interpreted, however, solely in an 
aggregate and social sense, place or room being explicitly denied to 
opportunity cost on the entrepreneur level of analysis. Thus: 


“Products have value not because a certain kind of labor has been put into 
them, but rather a certain kind and duration of labor has been put into them 
because of the expectation that the products will have a certain value” (p. 202). 
“The value (or price) of the factors (that is, the cost) is being marked up 
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(or down) according to the price of the products, and not vice versa” (p. 352), 
“The total cost is simply the sum of the prices of the factors. But how did 
the factors, the various qualities of labor, the materials, use of agents, etc., get 
their price? . . . . From the value of the expected products, or uses. 

His costs determine whether or not he can make a profit, but they do not 
determine the prices of the products. Rather, they are seen to be determined 
by the prices” (p. 352). “‘The demand for any factor entering into products 
is reflected, in an increased price, to its cost in all competing products” (p. 355). 
“In countless ways, the values of products of widely different kinds mutually 
influence each other [one another?]. The value of ....oneis.... ulti- 
mately only the reflection of its relative importance in meeting the desires of 
men in view of the whole situation” (p. 355). ‘“‘Wagespaid ... . rest onthe 
same causes of value as does the bargain for material instruments, ... . 
that is, on the direct or indirect effect of labor in the gratifying of desires” 
(p. 222). “The cost is itself fixed by a larger group of influences, the demand 
for a factor in the totality of its uses” (p. 356). “‘The genesis of the value of 
ultimate factors is found in the value of the product” (p. 355). 


Entirely in harmony with the deduction of price in general 
from utility in general, and of the prices of intermediate from the 
prices of ultimate products, and in harmony, also, with the inter- 
pretation of cost as opportunity cost in the aggregate or social sense, 
is that aggregate and ethical point of view from which Fetter 


delimits the field of economic science. Doubtless ‘“‘the fundamental 
principles of value and price apply fully to labor But 
. it will not do to say, ‘The law of wages? Labor is a com- 
modity, that’s all.’ . . . . In the social applications of economics, 
wealth is always but a means to an end, whereas man is both a 
means (as laborer) and the end itself (human welfare)” (p. 225). 
Fetter reports himself as conscious of “the unfortunate con- 
fusion of the individual with the social point of view,” and men- 
tions this, together with the fact that ‘economics is often defined 
as the science of wealth,”’ as explaining that economics has been 
characterized as a ‘“‘gospel of mammon.” But “in the main, 
economics must be understood as a social study for social ends 
.... the individual . . . . recognized, but treated as within, and 
subordinate to, the larger social interests” (p. 9). 
This confusion of standpoints regards not so much, perhaps, 
the objective phenomena to be studied, the necessity of keeping 
appreciation and appraisal separate from fact and description, as 
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the very nature of science itself. That the ultimate purpose 

of a study may be human welfare (this is equally true of astronomy, 

or of chemistry) does not extend the field of the particular science 

to embrace considerations of welfare. / The failure to keep distinct 

economics as science from economics as art leads everywhere to 

confusion between the objective facts and their ethical significance. 
So, when Fetter insists that “labor is more than a commodity” like 
any other, he means, we must believe, not that in fact it is so 
different, but that human welfare prescribes that it should be. 
Perhaps, then, it is primarily with the purpose of occasional 
excursions into normative fields—advice, edification, and exhorta- 
tion—that Fetter defines economics as “the study of the material 
world and of the activities and mutual relations of men so far as 
all these are the objective conditions to the gratification and to the 
welfare of men” (p. 3). Sociologists and other preachers will 
take due notice. 


Expediently, here, if not quite logically, we may stop to ques- 
tion what Fetter means by restricting economic science to the 
study of the material world. Nothing very serious. Elsewhere 
he remarks: 


“Whether labor is embodied or is not embodied in material form, its 
economic significance lies in the fact that, like wealth, it provides valuable 
uses (services) to men; that is, it contributes to income” (p. 173). “The 
distinction in question [“‘ whether or not the service has for a moment embodied 
itself in material form’’] is not now made by most economists. But a similar 
distinction is inconsistently preserved by many writers who call unproductive 
the goods yielding direct enjoyment (houses, carriages, etc.), and call only 
those material agents productive (as tools, machines, etc.) whose product is 
“embodied for a time in material form. If a distinction is to be made between 
productive and unproductive labor, it will have to be found in the occasional 
contradiction between value and utility; that is, in the result of labor as regards 
social welfare” (p. 174, note). ‘Many choices made by men are not directed 
to securing material objects. .... We are dealing here with things which 
are in the realm of feeling . . . . psychic income . . . . desirable results pro- 
duced in the realm of feeling” (p. 27). “‘Man’s psychic life is the thing which 
is of ultimate concern to him, and all these things appeal to him because of 
their relation to that complex of sensations and feelings of which his psychic 
life is composed” (p. 28). 
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What, then, does Fetter mean by “material,” in such sense that 
the natural sciences “deal with material things and their mutual 
relations”’ (p. 3) in contrast with economics, which deals with the 
relations of material things to men and of men to one another? 
He means merely non-human, or economic—‘“men in two sets of 
relations . . . . on the one hand of man to material (non-human) 
things about him, and on the other hand to other men with whom 
he has ‘economic’ dealings” (p. 6). Economics becomes, then, a 
study of the economic world and of the economic relations therein 
of men to one another. 


Fetter, it may be remembered, declines to recognize value in the 
sense of price as the unifying concept in the science. His own 
treatise is, indeed, almost exclusively a theory of value, but not 
of value exclusively in the sense of price—though very often in 
this meaning—more often, however, as meaning various and sundry 
other things. Value, therefore, in all the different senses in which 
he uses the term, may be taken as, in his view, delimiting the 
field of economics. The price delimitation he has elsewhere de- 
nounced as “at once introducing many troubles . . . . is, indeed, 
most reactionary.””* 

Practically, at any rate, Fetter’s entire discussion turns about 
problems of value and of price, as the very nature of his task and 
of his general manner of approach prescribes. His “first purpose 

. . . » has been to make the statement of principles fit the prac- 
tical needs of our society as it isnow . . . . rather than as it was in 
England in 1815” (p. viii). For many purposes, then, as with most 
economists, value and price become interchangeable terms: “Price 
is the good given by a buyer in a trade” (p. 45). “Money... . 
becomes the common denominator of prices” (p. 262). Pages 50-72 
are devoted to a consideration of money and markets and of the 
process of price fixation, the ‘equilibrium price.”” It should, how- 
ever, be added that, while Fetter proceeds upon the basis of money 
as the price thing, he makes it clear that ‘“‘all the essential features ”’ 
of what he calls the valuation process “are possible without reference 
to money” (p. 51). Money is any guid pro quo; “but the great 


* Journal of Political Economy, June, 1915, pp. 554-55- 
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bulk of the trade of the world is effected through the instrumentality 
of money (and credit) and prices are nearly always quoted in money 
ae So .... it is natural for us to look for concrete 
illustrations of trade and of price to the money transactions which 
are taking place around us all the time... . . Moreover, .... 
the explanation . . . . is simplified” (pp. 51-52). This presenta- 
tion is as admirable as it is unquestioned. Such criticisms as it 
may merit refer solely to his explanation of the actual market 
process, to his disregard of the implications that necessarily arise 
from accepting this as an actual process, and to the terms and 
conceptions which he employs in the analysis of it. 


It is thus important, to the extent that it is possible, to make 
clear the meanings of Fetter’s terms as he uses them. His depar- 
tures from current usage are many. Utility he allows small place 
in the discussion. In the main, he avoids the term, and in the 
rare cases in which he uses it, employs it in a quite peculiar and 
novel sense. He would “eliminate entirely the old utilitarianism 
and hedonism which have tainted the terms and conceptions of 
value ever since the days of Bentham”’ (p. ix). “Utility properly 
expresses the idea of the fitness (a quality) of things to conduce 
to real welfare... .. Throughout, we shall connect the idea of 
value with choice and not with utility” (p. 25). “Many of the 
services valued highly are of a sort distinctly not of utility. Some 
services are highly valued for gratifying the aesthetic tastes of a 
few (luxurious decorations, operatic singing, epicurean tastes in 
food, etc.); others for pandering to the vices of the many (drinking, 
gambling, licentiousness)'”’ (p. 231, note). 

* If any of these condemnations, e.g., of decorations, or of opera-singing, should 
strike some individuals as unduly severe or even as puritanical, the issue really need 
not matter. Whenever, as in this note on p. 231, Fetter speaks of uéility, he is avowedly 
presenting and expressing not a precise objective fact or a scientific distinction, but 
merely his own notions and approvals of the relation of the facts under consideration 
to the interests of real welfare. Thus he disposes of the term utility by finding a use for 
it outside the requirements or limits of factual or objective phenomena. Ufility 
stands, therefore, merely as a category of edification—Methodist rules of church dis- 
cipline, principles of Christian living, dietary guidance, and similar counselings of the 
wholesome and infallible mind. Together with his notions about operatic singing 
Fetter might have reported—but did not—his personal convictions and pronounce- 
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It is not to be questioned that the earlier economists, with most 
of the later, have been grossly addicted to hedonism. But the 
harm of it all is not so clear. There need be none for those econo- 
mists who, in the main—as does Fetter—find no occasion to go 
back of the facts of desire and of choices among the things desired. 
No psychological economist, or any other, is concerned to commit 
himself to any view more controversial than merely that men have 
actually wants and needs—desires—and do somehow come to 
make choices among the things desired as ends and among the 
things employed as means. No theory of desire nor any genetic 
account of its derivation is essential to the case. Habit, imitation, 
instinct—there is room for all within the simple assertions one 


ments upon ragtime, circuses, movie shows, beer, cards, dancing, tobacco, doughnuts, 
and pie. One may, however, for further light on these questions, readily turn to p. 476, 
in and about which page much is said of Juxury and of happiness, and the simple life, 
the tired faculties of the Sybarite, senses robbed of their fineness, youth blasé, manhood 
ennuied, and life empty. In such case, comfort should attend the authoritative 
assurance that “character is a harmony of actions,” and that “the wise and moral 
use of goods and the economic use of them have much in common”; that in the 
large “the use of great wealth takes more social directions . . . . and benefits 
the community”; that “no hard line can be drawn between comforts and luxuries”; 
luxuries may be often “an incentive to progress. The lower social grades, emulous 
of the higher standard held before them, labor with greater energy; there is a divine 
discontent absolutely indispensable if energy and enterprise are to be called into 
being.” “Here... . aselsewhere . . . . forces are always at work to keep value in 
some measure of accord with utility in the world as a whole, and in the long run”’ 
(p. 231)—faith sufficiently supplementing science for that seeker of comfort with 
whom piety guides the quest and faith claims its promised boon. 

In this connection, also, one wonders how Fetter goes about the justification for 
using the term wéility at all. So hedonistic in its connotations is it as to be obnox- 
ious in its accepted and traditional employment in economic analysis with relation 
to desire. ‘But, among its various aspects, hedonism posits happiness, not only as the 
goal of effort, but as the criterion of ethical worth.! In Fetter’s solicitude to shake 
himself and his fellow-economists free from hedonism as a theory of desire, and so 
denouncing the term “utility” in this economic aspect, he transfers it by special 
election to the field of ethical criteria, thus arriving at all the advantages of an expur- 
gated economic terminology, but this only on terms of imposing upon ethics a dis- 
tinct certification of hedonism as the ultimate test and criterion of the worth of 
conduct. If, however, this was gratuitous, it is still to the purpose as indicating that 
Fetter is, after all, in point of his interests and loyalties, an economist and a scientist, 
rather than an exhorter or a specialist in social welfare. All things, even the most 
sacred, he will, upon necessity, sacrifice in achieving a correct analysis of value and of 
price. 
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wants and one chooses. Even to say that one chooses in the direc- 
tion of the stronger desire is tautology, since choice is merely the 
fact of the stronger desire. Fetter is commendably cautious on 
this question. “There is in our desires for things an impulsive or 
an instinctive element” (p. 25). ‘‘Every valuation . . . . involves 
a comparison of two things” (p. 89). “Choices are not always 
and entirely the result of deliberate and conscious calculation. 
They are determined in a very great degree by habit or by instinct. 
. . .. The chick picks its way out of the shell, and then instinctively 
(by its inborn nature) picks at any particle it sees” (p. 13).' But, 
if so much as this is clear, the advantage must be small in abandon- 
ing a term of long and thoroughly established usage. And even 
were it worth the trouble to convert from their error that majority 
of economists who still benightedly, obstinately, and, in the main, 
unconsciously, cling to their hedonism, what shall be done if they 
will not be converted? Shall there be a different terminology for 
each of the disciples of the various warring psychological and 
ethical schools? Or shall those folk who mistakenly disagree 
with Fetter and Davenport give up their foolishness, and, blinded by 
the new light, accept that which they have not yet received? Or 
shall the first volume of the coming final work in economics devote 
itself to the establishment of certain doctrines in the field of phi- 
losophy and psychology, by the compulsion of which there shall no 
more anywhere be division or change in the ultimates of psycho- 
logical theory? Utility has come to connote neither beatitude 
nor wisdom, but mere desire—the fact of wantedness. Why not 
be content with it so? 


But equally clear is it, especially if it does not greatly matter 
anyway, that some other term might adequately fill the need, 
avoiding at the same time all disturbing connotations. So be it, 
then. But what shall be the term? And, precisely, what does 
Fetter offer? Utility being relegated to the function of expressing 
the approval of the particular individual who happens to have the 


* No one could possibly claim any monopoly of chickens; so again, boys hungry 
for candy, with their noses against the glass of the candy-shop, are as much every- 
body’s property as anybody’s. 
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floor or to wield the pen, we still have this better term to seek. 
With Fetter’s decision to have none of wéility, and still less of 
marginal utility, what will he have, and what does he offer? This 
question necessitates an examination, not merely of Fetter’s 
terminology, but of the fundamentals of his value theory. Terms 
and concepts are tests of doctrines, and, in turn, are tested by 
doctrines. 

Goods, we are assured, are free and economic. ‘Free goods 

. . are things which exist in superfluity. ... . They have no 
value in the sense in which the economist uses the term. .... 
Even such as are indispensable to existence may yet, because of 
their abundance, fail to be objects of desire and choice. Though 
we must have airto live . . . . solongas it is present in abundance, 
the desire for it . . .. remains constantly at the zero point” 
(p. 23). Set over into traditional terms, this would mean that 
whenever the supply of a needed thing outruns the need—when some 
item must go unused and unusable, some item fail to find a need, 
and some, therefore, lack utility—none has utility. The sum of their 
desire-satisfying power is nil, because not all can find a desire to 
satisfy. All may have utility, if there be not one toomany. None 
may have utility unless all have. But obviously, some explanation 
must be had for the fact that things which exist in superfluity 
command no sacrifice, do not need to be economized, cause us 
no worry, and attract little or none of our attention. Perhaps 
the term “economic goods’’ comes in good stead here—the goods 
which must be economized, which we would make sacrifices for 
if we had to—mayhap would pay for—but goods for which we do 
not have to sacrifice or to pay. But shall it be said that one does 
not desire a glass of water—that it gives him no satisfaction, 
responds to no desire—if it can be had for nothing? In fact, 
however, this is not Fetter’s own view as expressed on other 
pages, but only his present view. The things which satisfy desire 
need not take on value—do not—unless there is “scarcity ... . 
such a limitation . . . . that not all desires can be met then and there 
by the amount of goods available” (p. 14). But is there no desire 
in such cases? When all desires can be met, all desires cease to 
exist? “The hungry boy represents mere desire” (p. 46), but 
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represents not even this, if there is more food available at the 
home table than he can eat? The food lacks serviceability, desire- 
satisfying quality? When Uncle Sam is prodigally generous, are 
the reservation Indians without desires, and the supplies awarded 
them without utility—utility in the old, and forbidden, sense? 
What is to be made of the legend that a hungry man—or perhaps a 
dog—finds his mouth to water as he scents his food? Or is this only 
when he realizes that, after all, he is not to have it, or that there is 
not enough for a full meal ? 

In fact, however, as has been already indicated, Fetter is not 
entirely consistent in the view that one can be sure that he has a 
desire only after finding out the terms on which it can be satis- 
fied, and that the smaller the prospect of satisfaction, the greater 
the desire: “‘As the days and hours succeed each other in the life 
of man, they bring with them a constant succession of desires, 
forming an endless stream so long as life endures. To meet and 
satisfy these desires a corresponding stream of goods is necessary”’ 
(p. 103). But on the whole it appears that each particular 
desire has always a changing intensity accordingly as is the pros- 
pect of its getting satisfied—the greater as the outlook is bad, 
the smaller as the outlook is better. “True, in advance of using the 
goods, we say that some of the desires are more intense than the 
others. But when we begin with a stock of homogeneous units this 
difference must disappear. For we will begin by applying the 
goods first to the more intense desires. [Eat all our food supply 
of grain before we plant any? Wait till we shoot the tiger before 
we use any of our cartridges for rabbits?] And, as we have just 
seen, this reduces their intensity. We then apply the goods to 
the desires formerly ranking next in intensity, and so succes- 


er And as they [the desires] fall in intensity, we take 
in, one after another, the desires which at first were less intense”’ 
(p. 37). 


Clearly, the desire changes—and changes inversely—with the 
quantity of the goods available. But, if so, if all desires arrive 
at one and the same level of intensity, the marginal level of 
lowness, what becomes of Fetter’s doctrine that the “market price 
~“. is that price . . . . which permits the maximum number of trans- 
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fers, with some gain to both parties” (p. 66)? How can there 
be any seller’s surplus ? 

This doctrine that the intensity of the desire for a thing— 
what Fetter here calls its value—is determined by the supply of 
it, may later cause Fetter some difficulty in his attempt to deduce 
market values (prices) from the utility side of the case. With 
the volume of supply determining the value, something will have 
to be said as to the forces determining the supply. But if it be 
true that desirability—or desiredness, or value—falls as the supply 
increases, it should be easy to discover that the larger the supply 
the smaller the value. So (on p. 38), Fetter finds that the 
total value of an individual’s stock of goods, the total intensity 
with which he desires it, is found by multiplying the marginal 
desirability by the sum of goods: “In the case of a stock of 10 units, 
the marginal valuation (value per unit) is 36. The value then 
ascribed to the whole stock will be 360 (represented . . . . by the 
rectangle).”” Thus he concludes that the intensity with which a 
stock of 60 goods is desired is 300, whereas, if the stock were only 
10 goods, the total desiredness would be 360. Whence it would 
seem to follow that you could buy out a farmer’s total stock of 60 
bushels of corn at the same price per bushel at which you could 
buy a single bushel, or his whole stock of 60 bushels at $60 less 
than if the entire stock were only 10 bushels. This, one might, 
with Fetter, well call the “‘ paradox of value” (p. 39) were it, in fact, 
more than a mere confusion of utility with value." 

It must in fairness be admitted that this is probably not a 
fair interpretation of Fetter’s ultimate position. He is trying 
to get along without the term “utility” or “marginal utility,” and ~ 
finds no other term or concept to his purpose. Recall from his 
foreword that he “presents here quite a new statement of the theory 
of value, one in accord with the modern volitional psychology— 
eliminating entirely the old utilitarianism and hedonism. The , 
basis of value is conceived to be the simple act of choice.”” Thus, 


* But note the following, on p. 307, with regard to lending: ‘The motive exists 
only with respect to certain marginal units... . . A could not give up aii his control 
over income . . . . for 13 per cent for that would mean greater deprivation than he 


chooses to make.’’ 
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if value is conceived as something directly attaching to desire, and 
as falling with every increasing stock of goods, desire must, some- 
how, be found to fall with the falling stock. Not at all that this is 
a necessary line of reasoning, but the older and well-established 
line is suspect, is too obviously Austrian. Subjected to the exi- 
gencies of his novel terminology, Fetter is trying to present the 
substance of the traditional doctrine which holds that, as a stock 
of interchangeable items increases, the significance or importance 
attaching to any single item falls, since the least pressing among 
the desires to be satisfied out of the entire stock must be the desire 
frustrated by the loss of any one item out of the stock. The 
familiar concept of marginal utility is, indeed, a direct inference 
from the law of falling utility. In substance, marginal utility is 
interchangeable with subjective Wert (worth) in the Austrian 
terminology. But obviously this view implies and asserts the 
existence of a series of desires of different intensities, instead of the 
equal intensity of all the desires at the level of the weakest of all. 
Whether the authorities especially concerned will be disposed to 
accept responsibility here for Fetter’s analysis presented and recom- 
mended as “one in accord with the modern volitional psychology” 
need not seriously concern us. In any case it does not accord with 
the facts of economic affairs. It has, however, an evident doc- 
trinal purpose in Fetter’s logic. Price, we recall, was to be derived 
from desire—things exchanging against one another in proportion 
to the intensity with which they are desired—‘“the value ... . 
only the reflection of its relative importance in meeting the desires 
of men in view of the whole situation” (p. 355). Thus it is obvious, 
as we have already seen, that, if value is to be directly attached to 
desire, with the price proportional to the intensity of the desire to 
be served, something will have to be done with the fact that the 
value of a good falls with a larger supply of it. Fetter comes, then, 
under the necessity of somehow showing that the desire falls along 
with the falling value. He must argue that the more of the good 
the smaller the desire for it and for each and every item of it. To 
solve the problem by an appeal to utility in its marginal aspect 
would have involved various and unwelcome burdens—an estab- 
lished analysis, a traditional terminology, an Austrian doctrine. 
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Fetter’s task was, in truth, a thing not lightly to be undertaken 
—the making of a new system of terms—even though the task itself 
need not be more complicated than the making of a new card game 
through a redistribution of the values of the cards. But one comes, 
then, under the necessity of using his own new terms, when once 
he has invented them, and of getting along, somehow, without 
stumbling over himself, or over them, in the process. In fact, the 
chief defects in Fetter’s value analysis—and there are more of them 
to come—mainly center about the fact that, in his solicitude for 
the science of economics that it be disburdened of hedonism—even 
at the cost of transferring the greater burden of hedonistic con- 
notations upon ethics—he dismisses the term w/ility from the 
price analysis; but, once rid of it, succeeds in finding nothing in its 
stead. The result is a lamentable confusion both of terms and of 
thought. Still other terms, many of them of traditional and 
specialized use in other meanings, are made in turn to fill the gap 
left by the departure of utility—value, desirability, importance, 
significance, serviceability, gratification, satisfaction, desire, mar- 
ginal desire, psychic income, and the like. Especially unfortunate, 
however, is it that in an investigation in which value in the sense of 
a rate of exchange is the central and ultimate problem, this very 
term value is made the chief burden-bearer in all the intermediate 
steps of the analysis. So far, indeed, as value gets defined, it is 
in the sense of this subordinate and tributary use—desiredness in 
the non-relative aspect—the wtility, or perhaps the marginal 
utility of traditional usage. ‘The quality of importance which 
things have when they are the subject of man’s choice is value” 


(p. 19).? 


* Clearly, however, value in the relational sense in which it can be made to be 
“fundamentally a reflection of the individual choice’’ (p. 19) is not safely to be termed a 
quality. In truth, the already existing ambiguities and multiple duties of value and 
valuation should have afforded sufficient warning against the acceptance and extension 
of the gratuitous confusions attendant upon attaching to it further duties. Always 
there is implicit in the technical economic use of the term the notion of rate, or ratio, 
or relatedness, in the sense in which Fetter declares that “every valuation .... isa 
comparison of two things” (p. 89). Perhaps worth, as less definitely specialized to the 
notion of ratio or comparison, might serve for value in any non-relational sense. Wert, 
it is true, does sometimes, in German usage, mean merely the objective fact of market 
value—the exchange rate between different goods; sometimes, also, it is the equivalent 
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And precisely because of this prevailing confusion, it is well- 
nigh impossible to make certain of Fetter’s meaning in any par- 
ticular connection. All sorts of sleights of hand in logic occur— 
these often as much at his own expense as at that of the reader 
or critic. 

I am aware of the seeming of unwarranted severity, and even 
of dogmatism or discourtesy, in the foregoing. If, therefore, 
there be proof of it, it must be promptly forthcoming. I stop 
merely to insist that the larger issues of economic doctrine turn 


of marginal ustility—worth, as mere subjective significance or importance; sometimes 
again, the comparative worths of different things—their relative significance or 
importance, subjective value. But the English language is, for this purpose, rich 
enough in terms to avoid either the necessity or the temptation of two or more technical 
meanings for one term. 

Thus uéslity must be clearly distinguished from marginal utility, “subjective Wert,” 
and the latter equally clearly from subjective value. ‘The importance of any item from 
a stock of interchangeable goods depends, not upon its utility, the degree of intensity 
in the desire to which it ministers, but upon the intensity of the desire which will be 
thwarted by the fact that one item is lost. The Grens-Nuizen of German usage is 
merely marginal utility—subjective worth. The comparison of subjective worths gives 
valuation. When, for example, Boehm-Bawerk “advisedly, and with casuistic 
caution” defines subjective Wert as “that importance which a good, or complex of 
goods, as the condition of an otherwise absent utility, acquires for the well-being of 
an individual; . . . . the measure [degree, das Mass] of the dependent service is 
everywhere the measure (Mass) of the Wert of the good” (Boehm-Bawerk, Grundziige 
der Theorie des wirtschaftlichen Werts, p. 4), it must be understood that in this concept 
of Wert there goes nothing of the comparative or relational character. When sub- 
jective worths, or marginal utilities, are regarded by an individual in relation to each 
other—are subjectively compared, their relative importance to him estimated or 
expressed—there occurs the process of subjective valuation, and the result, a subjective 
value. It is obviously only by this process of a more or less definite comparison of 
subjective worths—of the marginal utilities of the various objects purchasable by his 
money—that the individual comes to have a price offer for any good, and, therefore, 
to afford an item of demand. 

By this device of translating the two meanings of the German Wert into worth 
and value, according to the particular occasion, it is easy to avoid those shiftings of 
meanings so grievously numerous in the Austrian analysis of Wert in both its relational 
and its non-relational senses. But even subject to this caution, it still remains true 
that the uses of the English word value, both in popular discussion and in economic 
discussion outside of the price analysis, are so various, and the shifts so many, that 
confusion is always invited. 

Still clearer is it that, in making value serve as the usual substitute for s#ility, 
Fetter has merely succeeded in multiplying confusions already more than serious 


enough. 
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on questions of precisely the sort under present examination—pain 
cost theory, utility theory, marginal expense, marginal pain, mar- 
ginal price, and marginal pleasure theories of the determination 
of price. These issues are, indeed, worlds away from mere meticu- 
lous refinement, intellectual gymnastic, or empty logic-chopping. 


Value means price. 

Often enough, as with most economists, Fetter means by value 
merely price, that particular value relation in which money is the 
quid pro quo, practically the sole among the possible different value 
relations to become actual in the market process of exchange. 
Price is only the money value of a thing, one of its many values, 
since money is only one of the possible guid pro quo’s. Thus: 


“Buying as cheaply . . . . and selling as dearly as they can . . . . each 
man fits his valuation tothe market . . . . findsanestablished price,and . . . . 
can... . buy or refuse to buy, sell or refuse to sell, at that price” (p. 273).? 


“Whatever price is paid for the ownership, the price of the series of incomes 

. the value of the permanent possession of the estate, is thought of as 
a certain number of times the value of the income secured” (p. 274). 
“That on which the value of the goods as a whole is based is a series of 
ee Each succeeding year’s use . . . . is reduced to a present worth, 
and the sum of the present worths is the present value of the agent”’ (p. 268). 
“Tf, to save another trip, a wagon is too heavily loaded, it is strained or broken. 
... . A sudden rise in the value of the product may warrant the sacrifice” 
(p. 260). “If half of the apples probably will rot .... the present value 
of the future apples, per bushel, must be somewhat more than twice as great 
as present apples, to make a motive for keeping them and further allowances 
must be made for trouble, expense, etc.” (p. 245). “‘There is a constant bidding 
for factors, and through their prices . . . . in countless ways the values of 
products of widely different kinds mutually influence each other [one another]. 
The value of no one is an isolated fact..... The demand for any factor 
entering into products is reflected, in an increased price, to its cost in all com- 
peting products. .... The enterpriser’s cost is therefore the reflection of the 
ultimate prices of the productive agents in all its other uses as well as in the 
particular product” (pp. 355-56). “‘The increase in value which is expected 
toresult . . . . gives the motive for bringing the changes about. If grain were 
not, to someone, more valuable in Liverpool than in New York, there would 


t Italics are the reviewer’s, as in most other of the citations made. And it should 
be noted that not rarely, in the interests of clarity and of space, the sequence of sen- 
tences has been changed—always, it is hoped, with due caution against misinterpre- 
tation. 
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be nothing to gain in shipping it” (p. 95). “The wage . . . . obtained by a 
man for his labor is the reflection of the value of that labor to his employer, 
and, eventually, to the user of the product” (p. 137). If a small crop is 
raised, the value of most of the uses of the land . . . . would be entirely 
thrown away..... There lies a point . . . . where, by aiming to raise 
either less or more, the man in charge gets a smaller net return (surplus of 
total price over expenses)... . . Why not have more tools? Because they 
ee A balance is struck at a point where the last additional tool adds 
to the price of the crop at least as much as the tool costs” (pp. 132-33). “‘Any 
unit of product . . . . must be paid for according to a value determined by 
the costs of the factors. ... . The genesis of the value of ultimate factors is 
found in the value of the product” (p. 355). “‘The value (or price) of the 
factor (that is, the cost) [is) marked up (or down) according to the price of 
the products” (p. 352). “‘A single product having a single factor shows most 
clearly the reflection of value directly from the product” (p. 353). ‘‘When 
the one factor yields several different kinds of products, . . . . as anyone 
wishing the factor for any use must bid against the other uses, the factor 
appears, on a superficial view, to have a price already determined by its other 
uses. But ... . the value in any situation results from all the uses taken 


together” (p. 353). 


Value does not mean price. 

“Time value bears the same relation to time price that value of direct 
commodities does to their price” (p. 270). 

“A clear distinction is drawn throughout this volume between value and 
price”’ (p. ix). “‘Wherever there is a thing of value, there is a chance that a 
trade will occur, . . . . and that a price will result” (p. 143). ‘Comparison 
of costs might be made accurately in terms of day’s labor provided labor were 
the only cost and were all of the one kind and value” (p. 163). ‘“‘As the 
value of direct commodities [consumable goods] comes to be éxpressed in a 
price in sale . . . . so the value of any labor . . . . comes to have a price 
called wage or wages” (p. 211). 


Value does not mean use, desiredness |utility]. 
“The whole use of the gouds consists of a sum of separable uses, capable 


of being separately evaluated” (p. 135). “‘The value of the uses . . . . comes 
to have a price called rent” (p. 211). ‘Form, weight, texture, . . . . [color] 
chemical elements that give a certain flavor and taste .. . . these singly 


or combined are not value, though each has its part in determining... . 
whether the apple is to have also the quality[ ?] of value” (p. 20). 


Value does mean use, desiredness [utility]. 


“Tt is the . . . . net present value of the future goods that is compared 
with the value of the present goods” (p. 245). [Where] “apples which are 
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scarce now will be much more plentiful in the future . . . . we feel almost war- 
ranted in saying that the absolute magnitude of the present value is greater than 
it will be at that future time” (p. 248). ‘An excluded buyer, if he has any- 
thing to trade, shows that he values the price more than he does the sale-good, 
... - An excluded seller, the owner of the sale-good, retains it because his 
desire for it is stronger,” etc. (p. 68). ‘‘An agent is valued as an agent—as an 
instrumentality in the gratification of desire” (p. 18.) ‘Wherever there is a 
thing of value there is a chance that trade will occur . . . . and that a price 
will result” (p. 143). “‘The values of products of equal periods of one’s own 
labor have very unequal values to the isolated laborer” (p. 202). 


Value indicates relative importance. 


“Thus, in countless ways, the values of products of widely different kinds 
mutually influence each other. The value of no one is an isolated fact, but 
is ultimately only a reflection of its relative importance in meeting the desires of 
men” (p. 355). [A social-organization way of viewing desire; and yet Fetter 
has elsewhere remarked that “‘value is fundamentally a reflection of the 
individual choice’”’(p.19). ‘The essential meaning of value . . . . isindividual, 
that is, it relates to a particular person” (p. 21). But (p. 212): “goods.... 
are valued by the strength of desires as expressed in choice.”] ‘“‘Crusoe’s.... 
labor has no predetermined value which can be transferred to, or put into, its 
material [ ?] products; rather the various products have an anticipated, expected 
value, which serves as a guide in apportioning the labor . . . . applied accord- 
ing to expectation-valuations (a present valuation of the future desirability) ” 
(p. 201). “Fruit .... makes a certain appeal to us, is valued, as compared 
with anything else. Why?” (p. 235). ‘‘Throughout we shall connect the 
idea of value with choice and not with utility” [in the sense of service to wel- 
fare] (p. 25). “‘We are under the necessity of choosing among the various 
possibilities . . . . the recurring necessity of comparing one thing with 
another. .... We assess or estimate one thing in terms of the quantity of 
the other thing. Such an expression of the importance of one object of choice 
in terms of another we call a valuation” (p.15). ‘‘A monetary unit [is] our 
standard for the expression and comparison of the relative importance of 
things” (p. 16). 


Value is non-relative importance. 


“It is the net desirability (net present value) of the future goods that is 
compared with the value of the present goods” (p. 245). “The preference of 
the present may be due to the prospect that apples which are scarce now will 
be more plentiful in the future; there we feel almost warranted in saying that 
the absolute magnitude of the present value is greater than it will be” (p. 248). 
“When Crusoe .. . . lets his canoelieon the beach . . . . this act necessarily 


* But it is to be recalled that, according to Fetter, there is no desire if theve are 
more than enough goods to satisfy the desire. 
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implies that . . . . he values his own effort to pull it up more than he values 
the dimly seen necessity of bailing it out tomorrow” (p. 250). “The marginal 
desire . . . . expresses the actual valué..... This is the marginal valuation. 
.... Each unit . . . . is of equal value” (p. 38). “If we have a preference 
for sweet apples, we are likely to rank them as to valwe according to the sweet- 
mess. .... We come in this way to attach different values to the different 
grades” (p. 32). “Desire is constantly shifting. ... . Different kinds of 
goods are at every moment being re-valued” (p. 35). “The quality of importance 
which things have when they are the subject of man’s choice is value... . . 
Value may be of many kinds: moral, religious, esthetic. .... Economic 
value is but one of the species of the larger genus of value. It is the quality in an 
object . . . . to influence a man’s action. .... Bread, meat, dress, houses, 
land, gold, carriages, slaves, the labor of hired servants, each object is said by 
you to have (economic) value just because you feel and know that it sways your 
behavior in relation to itself” (p. 19). ‘Each kind of goods and each act of 
labor is valued in accordance with the psychic income which it helps to secure” 
(p. 209). “Form, weight, texture [etc.] . . . . singly, or combined, are not 
value, though each has its part in determining . . . . whether the apple is to 
have, also, the quality of value” (p. 20). 


Value means non-relative marginal desiredness. 


Thus “there may be no difference whatever in the present values of the 
different units of the stock. The principle of indifference applies” (p. 249). 
‘Apples which are scarce now will be more plentiful in the future; there we 
feel almost warranted in saying that the absolute magnitude of the present value 
is greater than it will be” (p. 248). ‘This relativity of desires and successive 
gratifications is called the principle of diminishing gratification” (p. 36). “If 
the quantity available is so great that absolutely all our desires for it are 
satisfied, the value of the good will fall to zero. .... If... . capable of 
gratifying a part but not all of our desires . . . . value will attach” (p. 36). 
“The marginal desire . . . . now marks and expresses the actual value of each 
of the other units of the stock. This is the marginal valuation” (p. 38). 
“Value is but the abstract quality which we attach to a thing in our thought, 
because of the way it makes us behave in its presence. ... . Value—the 
quality imputed to the object. . . . . We ascribe this quality to the object that 
motivates our choice. This quality of importance which things have when 
they are the subjects of man’s choice is value” (p. 19). [Here values are the 
subjects of choice—the things which are being related, not the relative stand- 
ing, and not the act of choosing.) “We reach the point where, with the whole 
series Of desires already met, an additional amount finds desire completely lack- 
ing and value, therefore, at the zero point” (p. 37). ‘We then apply goods 
to the desire formerly ranking next in intensity. .... In this way we bring 
to equality the values of all the units. We have come to the limit, or the 
margin, of the series of desires... . . The marginal desire . . . . now marks 
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and expresses the actual value of each of the other units. ... . This is the 
marginal valuation” (p. 38). 


Confusions of choice with desire [valuation with utility, relative 
with non-relative). 

“The logical order is: First, choice; secondly, a valuation by necessary 
implication; third, value—the quality imputed to the object... . . Value is 
fundamentally the reflection of the individual choice” (p. 19). ‘“Value.... 
is the quality in an object . . . . to influence a man’s action in respect to the 
control and use of the object .... this quality .... that motivates our 
choice’ (p. 19). “In... . a choice of athing ... . the valuation is simply 
the resultant of choice... . reveals to the person how he values the object”’ 
(p. 18). “The quality of importance which things have when they are the 
subject of men’s choice is value”’ (p. 19). 


It is fairly to be said that many out of this long list of typical 
confusions' are due to the peculiar manner in which Fetter has 
attempted to organize his exposition: “Each of the first four parts 
begins with the individual aspect of the problem of choice (subjec- 
tive value) and concludes with a study of the commercial or price 
aspect” (p. ix). Possibly, then, many of the perplexing shifts 
and interchanges of the meanings of terms could be explained by a 
careful noting of the changes in point of view. But equally clear 
is it that not all of them can be so explained—that the method 
imposed a task equally beyond the capacity of the expositor, the 
intelligence of the reader, and the understanding of the critic. 
The net result, on these terms, is merely that no reader, however 
sympathetic, nor even the author himself, could make certain of 
the precise interpretation or limitations to be ascribed to any 
particular analysis or to any specific formulation of doctrine. Thus 
no one of Fetter’s different formulations of doctrine is to be 
declared defective or incorrect, if only that particular use, among 
all the various and different uses of his terms, be selected with which 
best to interpret and defend his position. It follows that,so far as 
any articulated value doctrine is to be deduced from his discussion, 
the specific result attained is merely a matter of one’s chosen 

* For example, desire is occasionally confused with demand: “To be an economic 


good human effort must meet either a desire in the laborer himself, or a demand from 
some other person” (p. 173). 
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interpretation or imputation. Only the general trend of interpre- 
tation of the doctrine is securely to be asserted. In its main lines, 
clearly, the analysis parallels the Austrian view and coincides with 
its conclusions, in point both of merits and of shortcomings. 
Especially clearly does this assertion hold of the cost of produc- 
tion analysis—of which more later. 

Nothing, indeed, is very specifically to be declared of Fetter’s 
position more than that value, in the sense now of price now of 
marginal utility and again of subjective valuation, is the product of 
choice. If in this sense the doctrine is psychological, it is so in an 
entirely admirable, and an entirely uncontroversial sense. All 
economic reasonings assume that producing, selling, buying, bor- 
rowing, lending, saving, consuming, are all individual matters 
for individual ends—determined, selected, chosen, explicable, only 
as such. This is as obvious as it is generally admitted, assumed, 
and applied. No theory of value is true solely by its adoption or 
new by its announcement. Nor in its mere announcement is there 
novelty, even of statement. Only in the thoroughness and con- 
sistency with which the assumptions common to all economic 
thought are worked out and applied is there room for theoretical 
initiative or novelty or originality. There is nothing significant 
in the mere announcement that value is the result of choice; nor 
thereby is any value doctrine appreciably advanced beyond its 
point of beginning. All the essential things are still to come— 
the working out of an obvious principle into those various bearings 
and applications which are not at all so obvious and not at all so 
easy. 
It is, then, in part for what Fetter has not done at all, rather 
than for what he has wrongly done—in part, also, for the gratuitous 
confusions that he has introduced in the process of doing it— 
that criticism is due. And, if later, in his analysis of cost of pro- 
duction, his repudiation of opportunity cost turns out to indicate 
merely that he has forgotten that all economic activity is a matter 
of choice, and that any decision to produce any one thing, or to sell 
it, is a manifestation of choice—that how much to produce, what 
factors to employ, when to expand or contract or suspend produc- 
tion, etc., are all choices, and, in the nature of choice, are choices 
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of alternatives, no special criticism need attach. As the principle 
of choice has not been Fetter’s discovery, so he is under no special 
obligation to observe it. 


In fact, however, Fetter’s doctrine of cost of production is 
essentially an opportunity-cost doctrine, only that it is defectively 
applied. But it is significant of his overemphasis upon the utility 
and demand side of the value problem that what slight discussion 
of cost he offers comes well along after the book is three-fourths 
written. Cost is rightly presented as merely an entrepreneur 
computation. It is through this cost computation, and through 
the entrepreneur’s choices of the direction of his gainful activity that 
supplies of goods occur. But, if so, the relative expensiveness of 
supplying goods must inevitably come to bear upon the relative 
prices which purchasers must pay for them. 

There is, then, no way of explaining the marginal utility of 
a good, or “the marginal strength of desire” for that good, that 
does not include an explanation of the volume of supply of that 
good—no way of explaining the relative strength of the marginal 
desires for different goods that does not explain the relative volumes 
of supply of those goods. In a society in which production comes 
about only through the individual attempt at gain, there is there- 
fore no way of explaining the supply of any product but through 
the total of its price costs—no way of explaining relative supplies 
but through relative price costs. All this, however, Fetter either 
implies or quite adequately asserts. But only the more clear is it, 
then, that the “relative strength of desires” can suffice to explain 
the exchange relations of things only upon the tacit assumption of 
their conditions of supply, their relative entrepreneur costs. No 
explanation, therefore, of exchange value is adequate that takes 
for granted or regards as irrelevant all supply considerations. 


Nor, in fact, would Fetter, or any other Austrian, seriously deny 
all this. ‘The actual and essential features of the cost law, viz., 
that cost regulates the value of reproducible goods, that we com- 
monly appraise the goods directly according to costs, that changes 
on the side of cost cause change in the level of value, these things 
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the marginal utility theorists have never in the slightest over- 
looked or denied.”* But as the Austrians clearly assert, cost of 
production can accurately purport to explain price (or value) only 
in the sense of explaining the prices of the products by the prices of 
the costs—which is obviously merely to explain one price by other 
prices—a patent circuity—true, doubtless, if accurately presented, 
but neither ultimate nor adequate. How, then, explain the prices 
of the costs? May there not be some process of resolving the 
costs of each particular product into the displacement of other 
products, thus establishing that, if it be taken as true that any 
given product gets its value from its marginal utility, the cost of 
it, in turn, must be merely the foregoing of other marginal utilities ? 
Precisely this was the Austrian interpretation of cost; precisely this 
is Fetter’s interpretation. 

But note again that the demand price of any bidder for any 
commodity is really fixed, not according to the degree of its marginal 
utility, but only through the comparison of its marginal utility to 
that bidder with the marginal utility of some other commodity 
alternatively purchasable. That one decides to spend a dollar for 
one thing amounts to saying that, for him, no better use can be 
made of the money—that the particular marginal utility is at least 
as great as any other obtainable. The view that price is fixed 
by marginal utility, or is commensurate with marginal utility, is, 
therefore, not tenable. And to say that market price is fixed by 
the marginal price-offer, or is commensurate with the marginal 
demand—assuming this to be true—leaves this marginal price- 
offer still to be explained. And, in order to explain it, not one, but 
two marginal utilities (subjective worths) must be compared. The’ 
marginal valuation reported in the marginal price-offer implies 
not one marginal utility but an equality ratio between two. 

Thus on the demand side, while the marginal utility offers 
an incorrect explanation either of value or of marginal price-offer, 
the marginal price-offer does not even purport to offer an explana- 
tion. But even worse is the situation on the supply side, so long 
as the attempt is made to invoke cost of production as the explana- 
tion of supply. So much as this is easily made clear, though at 


t Boehm-Bawerk, Conrad’s Jahrbiicher, dritte Folge, III, 321 f. 
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the cost of some repetition. The error in the identification of 
marginal utility with marginal earning power is an error precisely 
parallel to the notion that the prices of consumption goods are 
fixed by their marginal utilities. 

Proceeding, then, from this notion that the price of a consum- 
able good is derived from the marginal utility of the good—expresses 
it, reflects it, or is determined or expressed or measured by it— 
the further step is easy. Since the utility of production goods is 
their earning or producing power, their price also must express 
their marginal utility in production—their marginal productive 
power. 

What, then, in this view, determines the cost which attaches 
to the use of any production good? All similar items must com- 
mand the same price, that price necessary in the market to find 
purchasers for all. This market price is commensurate with the 
marginal demand. Thereupon this price is declared to be com- 
mensurate with the marginal earning power and therefore to 
express the marginal utility of the good in production. 

Obviously, however, the price merely expresses the marginal 
entrepreneur offer, an offer which is marginal merely because at 
any higher payment something else must be preferred for gain- 
seeking purposes. 

And equally clear is it that the volume of the supply has some- 
thing to say as to the size of the marginal price bid—so also that 
changing costs have something to say as to the volume of the sup- 
ply. Cheaper methods of production—for example, through new 

* The price of any consumable good must obviously fall low enough so that all the 
stock can find purchasers. Thus the price necessary to sell the last item out of the 
entire stock is the price for all the other items. The price is therefore commensurate 
with the offer of the marginal bidder. In this sense it is clear that price is marginally 
determined. But the fact that the price is commensurate with the marginal demand 
is worlds away from indicating that this price is representative of marginal utility 
anywhere, or expresses it, or is fixed by it. Marginal price-demand and marginal 
utility are quite different things—as has already been sufficiently indicated. The 
marginal demand is the result of a comparison of utilities. That bidder is marginal 
who at the price is at the point of indifference between competing opportunities of 
purchase—competing marginal utilities. Thus the lowest bidder in terms of price 
may easily be that bidder to whom the commodity offers the largest utility. That his 
bid is low is explained by the very fact that other uses for his available purchasing 
power are also making urgent appeal—offer also large utility. 





336 JOURNAL OF POLITICAL ECONOMY 


inventions or more effective processes—enlarge the supply, and 
therewith lower the prices of the products relatively to other prices. 
These new processes commonly involve a larger use of certain 
materials—often, also, the smaller use of others. Therewith the 
costs of other products are directly affected, their output changed, 
their prices modified. It is, then, a disastrous error to assert that 
costs of production do not affect prices—precisely as the prices 
of products, in turn, affect the prices of the cost items employed. 
Fetter, however, does not commit this error for more than part of 
the time. When values are presented as rates of exchange, and 
costs as expressive of alternative possibilities in production, the 
better doctrine emerges almost of its own force. 


There is, however, another still more serious difficulty in this 
Austrian analysis, by Fetter completely accepted and followed. 
The cost price of each item employed in the production of any one 
commodity is held to be the price which it would command if used 
in ministering to the demand for some alternative product: 


“‘A point is reached where it does not pay to use any more of an agent ina 
certain industry; the production of another unit results in a loss because the 
factors are worth more in other uses The value of no one [factor] is an 
isolated fact, but is ultimately only the reflection of its relative importance in 
meeting the desires of men in view of the whole situation Any unit 
of product sought for any purpose must be paid for according to a value deter- 
mined by the costs of the factors under the marginal rule in all the applications. 
. . . . Products of a higher value outbid and exclude those of a lower 
The demand for any factor . . . . is reflected, in an increased price, to its 
cost in all competing products Any enterprise seeking it for any other 
use finds its ‘cost’ affected by its various alternative uses . . . . the . 
cost is therefore the reflection of the ultimate prices of the productive agents in 
all its other uses as well as in the particular product Cost is itself fixed 
by a larger group of influences, the demand for the factor in the totality of its 
uses” (pp. 355-56)." 

* That Fetter’s position is essentially the Austrian position is evident: “As the 
value of each similar sack of corn is determined according to the utility of the sack 
dispensed with at least sacrifice, so the value . . . . of all production goods is de- 
termined generally according to the value of the most easily sacrificed good which 
will be produced out of the common production store, or, as we call it, according to the 
marginal utility of the marginal product.”—Boehm-Bawerk, “Wert, Kosten und 
Grenznutzen,”’ Conrad’s Jahrbiicher, dritte Folge, III, p. 321. 

“The less material and labor it requires to make a coat, so many the more coats 
from the same goods; so much the lower down the utility curve can satisfaction 
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That this doctrine is in no sense original with Fetter is obviously 
no objection to it, if only it is true. Most doctrines, indeed— 
Fetter’s among others—that are good for anything, accrue by 
a slow development, and are novel only in details of addition or 
subtraction. But this particular doctrine is not tenable. It can 
hardly be the fact that the price in the marginal use is determined 


extend, so much the lower the marginal utility of coats. By service to marginal utility 
the cost goods come to be valued. Not cost, but utility, then is at the end of the 
causal series.” —Jbid., p. 310, note. 

“The value must be high when the dependent satisfaction is important, and low 
when it is unimportant.”—Boehm-Bawerk, Positive Theory, p. 180. [This seems to be 
a subjective value formulation, and, as such, needs, perhaps, no criticism for lack 
of relativity; but surely as a market-value formulation the doctrine would require 
restatement to read: “The value will be high when the dependent satisfaction is 
relatively important, etc.” (Davenport, Value and Distribution, p. 354).] 

“Experience shows that the value of most goods is equal to their ‘costs.’ But 
‘costs’ are nothing else than the complex of those productive goods which have value 
. . . . [and] must be expended in the making of a product.”—Boehm-Bawerk, Positive 
Theory, p. 183. 

“The Wert of goods which have a higher individual marginal utility is put on 
level with the value of the ‘marginal product ’—as we shall call that product which has 
the least marginal utility.”—Jbid., p. 187. 

“Tf we are considering what a good . . . . of higher immediate marginal utility 
is worth for us, we must say first of all, it is worth exactly as much as the means of 
production from which we could replace it at any moment. Then if we examine 
further how much the means of production themselves are worth, we come to the 
utility of the marginal product.”’—ZJbid., p. 188. 

“Even where the law of costs holds, costs are not the final but only the inter- 
mediate cause of value It isonly this many-sided character of most cost 
goods—their capacity for being employed in many different uses—that gives the 
appearance of the contrary.’’—ZJbid., p. 189. 


And to the same effect, von Wieser, only a little worse: “In every stock of con- 
sumption goods, every unit receives its value from the marginal utility; thus the 
value which the products are expected to have is already adjusted to the marginal 
level, and the value of the production goods, as derived from this, is consequently 
placed, from the beginning, on the basis of the marginal value.’”-—Natural Value, p. 97. 

“Productive elements which admit of only one kind of employment do not share 
the multiplicity of conditions necessary for the emergence of what we recognize as 
costs.” —Ibid., p. 175. 

“That the rent of land does not enter into cost can be legitimately applied only 
to land devoted of necessity to one distinct use, such as mines, vineyards, and the like. 
. . . . If fertile field is employed as a site for a factory, the agricultural rent which 
in other circumstances might be expected from it . . . . cannot be neglected in cal- 
culating the costs of the factory’s products The differential rents which are 
surrendered take effect as costs.” —ZJbid., pp. 209-10. 
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by the uses that could pay higher prices. Building iron or rail- 
road iron is not fixed in price as a cost by jack-knife iron or iron- 
tonic uses—though the consumption of any one use does certainly 
affect the supply and the price for all other uses. The Fetter- 
Boehm-Bawerk doctrine, that the price in the marginal use for 
one variety of product derives its significance as cost from its 
potential use in some displaced—non-actual, alternative—prod- 
uct, is, however, not quite so seriously defective. This view is, 
in substance, nothing more than an opportunity-cost doctrine 
applied to production, regarded in the large. Products cost other 
products—as sometimes, truly, they do. But suppose an agent 
or instrument can be used in only one particular line of production, 
the line in which it is actually used, as, for example, a salt marsh 
for the production of marsh hay, or an iron mine for producing 
iron, or a spring for its product of medicinal waters. In the 
sense of the Fisher-Boehm-Bawerk-von Wieser-Mill-Jevons-Patten- 
Hobson-McFarlane analysis, the products in any of these cases im- 
pose no costs—at all events, no costs attaching to the use of the 
agent in question—precisely because the agent has no alternative 
use. So, then, the prima donna’s services should impose no costs 
except to the extent of her possible wages (or product) as a servant 
girl or cook. All specialized skill (or the differential wage paid 
for it, or the differential product of it) must disappear as a cost. 
It must follow that no employer can determine how large his cost 
really is, or has been, or will be, till he can know what his various 
employed agents would have cost him if they had not cost him so 
much. What, also, will happen to this analysis if the stock of any 
cost agent consists of only one item—a situation where non- 
marginal uses of other items cannot bear to explain the cost in the 
actual use? It is, however, still true that the doctrine of a dis- 
placed alternative use may be said to apply, for whatever it is 
worth, even though there remains no room nor place for any 
marginal determination. The fact is, simply, that this sort of 
analysis—not original with Fetter, or for that matter with Boehm- 
Bawerk, or with anyone else in particular—is merely the result 
of the confusion between the social and the competitive points 
of view. The salt marsh or the iron mine would cost a collective 
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society nothing, since nothing else could be had from the marsh 
but grass, or from the mine but iron. The use of the instru- 
ment for its unique adaptation displaces nothing else. Costs 
attach solely to the other factors employed. Landwise, there 
is no resistance or debit against the securing of the particular 
product. 

But quite other is the situation where cost is taken to indicate 
the total of the resistances which the entrepreneur must meet in his 
process of providing products for sale—those costs that the selling 
price must recoup if he is to furnish product—the necessary indem- 
nity for his production. He must meet the competition of other 
producers and pay the expense costs that their bidding imposes. 
The rental costs of tobacco land or truck land are, therefore, not 
what the lands would yield in corn or wheat production, but the 
rent which the land does actually command as tobacco land or 
truck land. The wage cost imposed in hiring a carpenter is what 
he actually gets and not that smaller sum that he might earn in, say, 
a furniture factory. On terms of any other notion of cost than 
this, there must go an entire abandonment of the notion of competi- 
tive cost—the only cost which actual affairs present, cost as the 
entrepreneur computes it in finding the lowest price at which he 
can afford to furnish supply. 


This blunder of injecting the social category of cost into a 
competitive analysis, with the result of making the entire competi- 
tive analysis nonsense—this entire misconception of the meaning 
and bearing of opportunity cost in the competitive sense—makes 
both interesting and instructive Fetter’s pronouncement that 
“alternative cost, called by some opportunity cost,.... an 
option relinquished . . . . the most important excluded option 
. . . . like psychic cost, is individual, and is significant at the 
moment of choice, but is not the measure in which business out- 
lay is expressed... . . In business . . . . cost of production is 
money cost . . . . merely the sums of money paid out by the 
producer” (p. 350). So, if one were to ask the cost of a crop of 
wheat to the cultivating owner of a farm—the resistance in terms 
of money to be overcome, the necessary indemnity, the minimum 
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selling price at which he can afford to furnish product—no alterna- 
tive possibilities in corn or grass or milk or beef, but only the money 
outlays could bear upon the case. And this is the doctrine of an 
economist whose special merit it purports to be that he has dis- 
covered choice as the fundamental fact in value; whose field of 
authority is psychological economics; whose pride it is to have 
discovered choice as the clue to economic truth; who has pre- 
sented this discovery not merely as the first and last word, but 
practically as the sole word of a value system; who has declared 
specifically and often, for example, that 


“‘the basis of value is conceived to be the simple act of choice” (p. ix)—“valua- 
tion simply the resultant of choice” (p. 18) and “fundamentally a reflection 
of the individual choice”’ (p. 19); that “throughout we shall connect the idea 
of value with choice” (p. 25); who finds no value—nor even desire—but where 
some desire goes frustrate by displacement; who finds that the “excluded seller 

. retains the good because his desire for it is stronger than his desire for 
the price . . . . The excluded buyer . . . . values the price more than he 
desires the sale-good” (p. 68); that “the capital investment, in shop, 
tools, materials, . . . . comes to be estimated by comparison with alterna- 
tive contractual incomes”; and that “a shopkeeper who clears $1,000 
in the vear...., having an offer of a permanent position at $900, 
counts that he is making but $100 on his capital” (p. 323). ‘Sacrifice is 
involved in every choice, in every price in barter or sale” (p.123). Precisely 
where indeed, could cost be imagined to be relevant to supply and to 
price, unless it were “individual . . . . and significant at the moment of 


choice” ? 


Foregone production has, in truth, its main significance with 
reference to profits (entrepreneur’s labor-income) in arriving at 
those profits which, as mecessary, must be included within costs. 
Not rarely, however, lands or instruments impose costs somewhat 
in excess of the actual hire. If, for example, a tenant at an annual 
rental of $100 could make the land pay him $102 in wheat, but yet, 
in place of wheat, could raise corn at a return of $103, the land cost 
of the tenant is obviously more than the outlay for rent. At less 
than $102 of return in corn he would abandon corn for wheat. At 
$103 of land return, there is a surplus above cost of only $1. Hence 
$102 is the necessary, the minimum, return wisely to be accepted 


in the growing of corn. 
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Having now at some length traced the steps by which Fetter 
has derived market value from value in the sense of serviceability, 
through value in the sense of marginal serviceability, thence through 
value in the sense of relative marginal serviceability—with little more 
than the barest suggestion of those influences which, through the 
limitation of supply, are effective both to condition and to determine 
desire (p. 37), and marginal desire (p. 36), and marginal valuation 
as interchangeable with marginal desire (p. 36), and marginal valu- 
ation as a choice between marginal desires (pp. 15, 355), and hav- 
ing in addition examined the methods by which cost of production 
purports to be resolved into mere displaced (or alternative) desires, 
we are finally ready to exar. ‘ne those aspects of Fetter’s work for 
which his long and fruitful studies have especially fitted him— 
to which, also, his constructive effort has chiefly referred—and in 
which his services to the science have been especially great, their 
significance recognized, his authority respected, his leadership 
accepted and followed. To no student of the theory of interest 
can Fetter’s earlier work have lacked instruction and inspiration. 
By equal title, also, the later development of his thought will com- 
mand the most careful and interested attention. It is, then, to be 
understood that all of Fetter’s analysis in his present work is 
essentially tributary to his interest theory, leads up to it, centers 
about it, or is derivative from it. 

Tried by this test, the foregoing criticisms are more or less aside 
from the purpose. If his general value analysis is inadequate as 
preparation for his special problems of interest theory, the interest 
theory itself need not thereby be the worse, but only none the 
better. In truth, his confusions and ambiguities of terms serve to 
make his value theory not so much incorrect as indeterminate or 
unknowable—good or bad accordingly as the interpreter is sympa- 
thetic to report each item in the flux of terms in its most favorable 
significance, or is shrewd to infer constructions of error or contra- 
diction or nonsense. Almost anything is possible to almost any- 
body in a discussion in which half a dozen different terms are used 
in as many different senses. 

So far, however, as any confident interpretation is both fair and 
possible, Fetter’s value theory amounts, as we have already seen, 
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to a reasonably consistent and systematic Austrianism—the empha- 
sis upon utility or demand rather than upon pain or cost; the 
prices of products derivative from the utility or the marginal 
utility of their products; cost of production the effect of prices 
rather than the cause; distributive shares the apportioned fractions 
out of a jointly produced price product; costs of production merely 
the intermediate stage in the process by which the values of products 
are reflected back to the things that have produced these products; 
cost, therefore, standing as merely the marginal utilities that have 
been in the particular process, displaced, sacrificed, foregone. Nor 
is there any logical or other difficulty in this procedure, if only 
somehow it were really possible to begin with values as the starting- 
point—where value is understood as meaning only one thing, a 
price upon a final product, rather than as, now and again, desire, or 
marginal desire, or comparison of desire, or a comparison of marginal 
desires, or a choice between compared items, marginal or other. 
If, indeed, these ultimate prices were self-explaining, or could be 
satisfactorily accounted for through reporting them as due, in some 
large and general way, to the outworking of the choices of man as 
consumer, or of various men as consumers, or perhaps, in addition 
to all of these, to the choices of different buyers and sellers trafficking 
for commodities, or even inclusive also of different producers at 
different stages of the productive process variously devising to the 
end of the gainful selling of one thing and another—if this were really 
a competent value theory, it would do to start a distributive analysis 
upon the basis of all the market prices of products assumed as given. 
Thereupon all things else—supplies of intermediate goods, their 
functions as cost items, and their hires as distributive shares— 
might be reported as derivatives or results. Unfortunately, how- 
ever, neither the facts nor the logic can startso. The solution ofa 
problem is not the point from which to set out to solve it. It is 
only in a circle that one’s goal is one’s place of beginning. The 
explanation of prices by costs the Austrians rightly denounce 
as offering one price as the explanation of another. But to explain 
costs by prices is open to the same objection. To explain the 
prices of products by the marginal utilities of the cost agents instead 
of by the prices of these agents is to substitute irrelevancy for 

















FETTER’S “ECONOMIC PRINCIPLES” 343 


circuity. To make the marginal utilities of the costs inter- 
changeable with the price of the costs is to indulge in sheer hocus- 
pocus—mere logical legerdemain. Real explanation is still to 
seek. Nor is it to furnish a satisfactory explanation to estab- 
lish merely that somewhere within the facts an explanation is 
hidden. 


It will almost go without saying that, in Fetter’s interest theory, 
there are contained the confusions of terms—and possibly of con- 
cepts—which have already been noted. Time value is one aspect 
of value in general: ‘‘ According as our attention is attracted toward 
the one or the other guality, we speak of stuff-, form-, place-, and 
time-value..... Fruit on the table makes a certain appeal to us, 
is valued, as compared with anything else, .... partly.... 
because it is available at the present moment rather than at some 
Juture time”’ (p. 235). This looks as if it were possible to discount 
future desirednesses into present money worths—as if a future 
good were necessarily a future value out of which somehow by dis- 
count to derive a present value. But here again the facts upon 
which Fetter relies may not necessarily fail him. Remoteness in 
time does affect present worths sometimes and somehow. There 
is the phenomenon of ‘‘time preference,” and it affects the exchange 
relations of goods. This much is clear, however one’s termi- 
nology may confuse it, or may misstate the associated facts. Un- 
doubtedly “the timeliness of goods is an ever-present factor in 
their valuation, and often it is of the very greatest significance” 
(p. 236). 

But it is directly and immediately by the bearing of this ele- 
ment of time upon the desires for goods that Fetter constructs 
and substantially completes his explanation of interest. Instead, 
this fact is actually his problem—how and why do future prices 
get their actual market present worths of price? Were, indeed, 
interest the mere fact of time-preference for a present good over a 
future good, were it actually the phenomenon of the premium of 
some goods over other goods, rather than of some dollars, present 
dollars, over other dollars, future dollars, the fact of interest and of 
interest rates would present itself as something else than what it 
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actually is. Interest, as the affairs of economic life actually present 
it, is merely a percentage of money premium in rendering present 
dollars over into future dollars, or of a money discount in rendering 
over future dollars into present dollars. And were, indeed, the 
actual interest fact a case of mere time-preference among goods, 
it would stand as greatly important that “we sometimes, indeed 
very frequently, prefer to have certain things in the future”’ (p. 237); 
and the explanation for interest would really sum up in this— 
that wherever there emerges the interest phenomenon, human 
beings must, in the large and in the average, be not of this future- 
preferring sort. 

Fetter, indeed, does occasionally brush upon the actual fact that 
interest is a money premium in favor of present over future money, 
but only to shy away from it. He is sure “that present goods of 
specific kinds are sometimes valued less than like goods later.” 
The denial of this, “the erroneous idea . . . . that present goods 
are always worth more than future goods of like kind and quantity 

. . results from thinking in terms of money, the loan of which 
in a developed money economy comes to command a general 
prevailing premium But .... the typical or average 
preference of men . . . . for present goods or uses . . . . seems to 
be a fundamental trait of men . . . . rooted deep in man’s biologic 
nature”’ (pp. 239-40). Interest is, therefore, presented as itself 
the demonstration of the fact that “powerful and universal influ- 
ences work in favor of present gratification,” and that only some 
other less powerful and general human traits, ‘‘imagination, reason, 
habit . . . . a strong will to pursue a distant object, hold this 
influence in check” (p. 240). Man is different from the insects 
or the squirrels, with whom “the storing of food is an act of instinct- 
ive choice . . . . even where the least forethought would show 
the futility of the process. But in man... . forethought and 
reason,” etc. (p. 240, note). Apparently, then, saving takes place, 
and interest is explained, not through man’s instinct to save—which, 
unlike the bees and squirrels, he utterly lacks—but by his instinct 
to consume, tempered, however, and controlled by a provident 
rationality, which rationality in turn, these others, unlike him, 
entirely lack. 
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And so, indeed, may truly be the case—or may not. At all 
events, these are dangerous assertions and assumptions on which 
safely to construct a theory of interest. Fetter would perhaps be 
wiser to confine his attention to his actual problem—why in a human 
society, under competitive institutions, money loans command 
their rate or rates of money interest. His speculations about bees 
and squirrels are even more gratuitous than are his declaraticns 
about the human equipment of instincts unsafe. If it be true that 
in the developed money economy, money loans gain a generally 
prevailing premium, this is the fact to be examined and explained. 
It is not to the point to set about explaining why this might not be 
or would not be the fact under other human conditions or with 
other orders of life. After all, what do we securely know about 
what would happen in some one or other human society that we can 
never have observed? We have no other actual society than the 
society which we are in—a society in which interest is a pecuniary 
phenomenon. 

Nor, even for Crusoe, as different from squirrels and bees, 
would it be safe to assert that interest would and must arise. 
Much might depend, it may be surmised, upon the climate and other 


productive habits of his island, on his peculiar disposition, and on the 
qualities and methods of his savage neighbors. Sufficient unto 
each problem is the burden thereof. 


The seeming goal of all Fetter’s interest analysis is to establish 
the thesis that interest—money interest, presumably—is dependent 
upon the preference for present consumable goods over future 
consumable goods, is adequately and exhaustively explained by 
this preference, and is the expression always and everywhere of the 
rate of this preference—a purely psychological theory, in the sense 
either that nothing more than psychology is necessary to explana- 
tion, or that all influences bearing on the determination of interest 
rates must finally sum up in influencing the psychological per- 
spective. 

In a certain sense—in the sense that all influences must mani- 
fest themselves through their bearing upon human activities and 
choices—this view may be acceptable. But whose perspective is in 
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contemplation? Society’s? Lenders’? Borrowers’? People’s 
in the average? [Each individual’s? At all events, the ultimate 
issue is safely to be taken as that of the bearing of the technological 
uses of capital goods upon the rates of interest on money loans. 
Fetter, if I understand him rightly, denies that there is such a 
bearing; rather is it true that the rate of time-preference deter- 
mines what technological or instrumental goods shall exist or be 
employed. If the indirect process yields a rate of income as high 
as the rate of time-preference, the indirect process is possible— 
otherwise not. But it has no bearing to affect the rate of interest: 
“The rate, as it falls to 9, 8, 7, etc., dominates the choice of tech- 
nical processes” (p. 253). “There is... . a relation between 
roundaboutness and time-preference, but it is one in which the 
mere mechanical method is passive and subordinate to human 
choice, time-preference”’ (p. 261). 

It is, indeed, true that one hires funds only when the increment 
of gain from the use of the funds promises a net balance over the 
interest charge. The rate appears to stand as an open offer for 
anyone to accept or to reject, as may seem wise. But is it, in point 
of fact, true that this absorption of the funds by any borrower—the 
wider market for the funds, the larger use which a fall in the rate 
permits—has no bearing to cause a rise of the rate or to mitigate the 
degree of its fall? Is the buyer of apples at the going price irrele- 
vant to the fixation of price—merely passive—the producer at the 
going price ineffective through his product to affect the price? 
Verily, if this is the issue, it may be easily resolved. 


Professor Fisher’s view goes not so far as Fetter’s. Like 
Fetter, Fisher purports to talk in terms of the exchange relations 
between present goods and future goods, rather than in terms 
of actual exchanges of present money against future money—a 
relation in which, e.g., an interest rate of 5 per cent per annum 
means merely that $100 of money today exchanges against $105 
of money a year from today. But Fisher admits that the tech- 
nological openings for the uses of loanable funds do affect interest, 
but only by making present consumables the more scarce or the 
less plentiful, and by making future consumables more plentiful 
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or less scarce and so affecting the relative volumes and the relative 
importances of future and present goods. 

No serious objection, for present purposes, is to be made to 
Fisher’s view. It is, however, not true that interest can emerge 
only where present consumables are inadequate for present needs, 
or where, through substitution for future purposes, they are made 
less adequate. The interest contract may present nothing more 
or other than a choice between two future incomes, no question 
of the present enjoyment of incomes possibly entering the case. 
Shall I sell to X my farm on terms of receiving payment of principal 
and interest at the end of a year, or shall I work the farm myself, 
and at the end of the year have it, together with its income, as 
against the money promised through the sale of it? All rental 
relations are susceptible of translation into capital and interest 
terms. Is it possible to say that always in the renting of property 
there is a choice of present income streams as against future 
income streams? In most cases the possession of a lendable 
thing presents merely the question whether the owner shall at 
the end of the year have an increase in actual product as against the 
money increase paid for the direct use of the thing. True, 
the owner of lendable property may sell it—if he prefers and can; 
or it may be that, by limitations of law or of market conditions, 
the good is unsalable or unwisely to be sold, and yet is lendable.* 

* My colleague, Harry G. Brown, suggests the following illustration: Suppose 
two men, A and B, each with a farm with an annual productive power, as each farm is 
used, of 1,000 bushels of grain—A’s farm, however, capable of producing 1,090 bushels 
with the addition of an implement costing a year’s work and lasting 20 years; B’s 
farm capable of producing 1,100 under the same conditions. A has full provision of 
consumption goods for all his wants for a year ahead; B has not. A works a year 
making the machine for B. B agrees to pay A for the machine 95 bushels a year for 
20 years. A may conceivably choose among four possibilities, viz., (1) more present 
goods—-which he does not want and which, therefore, he cannot be regarded as being 
paid to forego; (2) more leisure, which, also, he may not seriously contemplate; (3) an 
increase of 90 bushels a year for 20 years, from his own farm; and (4) a 20-year annuity 
of 95 bushels from B. It may well be that only the last two possibilities will be seri- 
ously considered by him, the third so completely outdistancing the first and second 
in desirability that he would surely adopt it if the fourth were not present. Then his 
insistence on payment of go or above is not at all due to any desire for present con- 
sumable goods, but is solely due to his ability to get an alternative future increase 
from his own farm. For B, also, the only significant choice may be whether he shall 
promise 20 future payments of 95 in order to command 20 future increases of 100. 
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Finally, however, Fetter arrives at the necessity of treating 
interest in the ordinary sense of a money payment on a money 
loan: “The price paid for time-transfers of many kinds can be 
much better expressed in a common standard by the use of money. 
. . . - Money kept for an hour or a day . . . . is serving the 
purpose of a store-house of saving . . . . a generalized means of 
abstinence, . . . . with time-value yet more important as money 
comes to be used more and more as a standard of deferred pay- 
ments It is the unit in which the comparison of goods is 
made when one chooses goods in different periods of time 
Money is taken as the objective standard in borrowing and lend- 

This is to be treated under the subject of interest” 
(pp. 262-64). In actual fact, however, Fetter nowhere treats or 
discusses this thing that is essentially his entire problem—a prob- 
lem to which all his other discussion is intended to be merely trib- 
utary. He gets no farther than occasionally to state the problem: 
“Interest is the amount paid and received according to a contract 
of credit given in terms of money Interest is, then, always a 
price” (p. 301). But the solution of this problem of money interest 
upon money capital is left by inference to be derived from the 
general principles of time-preference for present goods over future 
goods. And yet, though one may borrow funds to finance a present 
consumption, and may later discharge his money debt through 
funds which were else applied to the consumption at that later time, 
the borrowing is more commonly for the purposes of plant, raw 
materials, labor, or equipment, or to renew existing indebtedness. 
So the funds with which payment is later made may be derived 
from the sale of something impossible of use as consumption goods. 
The problem of interest is, indeed, simple enough when so stated 
as to conform to the evident concrete facts: Why do money loans 
command a money premium? And the solution is necessarily 
sought along the lines common to all problems of market adjust- 
ment: What influences determine the offer of funds for loan; what 
influences are behind the demand for funds? Time-preferences for 
purposes of consumption are a factor in the demand, saved incomes 
a share in the supply. But inasmuch as other purposes enter into 
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the demand—loan funds absorbed in the erecting of plant, in the 
production or purchase of equipment, in speculative ventures, in 
advertising, in promotions, in buying or renting land, or houses, or 
furniture, or automobiles, in tax or insurance outlays, in manu- 
facturing enterprises, in agricultural undertakings, in the waging 
of wars, in financing fiscal deficits, in the allotment of pensions and 
subsidies and sinecures, in shell-gaming of various sorts and phases, 
and so on indefinitely—it is futile to attempt to reduce interest to a 
mere computation as to the rate at which money for present con- 
sumables outranks later money for later consumables. 


It seems, indeed, that the commonplace phenomena of interest 
rates in the world-markets should have offered Fetter a suggestion: 
“Temporarily, as in time of war, or in panic, the rate may become 
very high” (p. 271). But no one, probably, would affirm that 
these changes of rates express merely and report merely the fluctuat- 
ing estimates of the relative importance of present to future con- 
sumables. The financial history of the past two years might also 
have served to drive home some theoretical lessons. Somehow, 
with an extraordinarily increasing pressure for loans for purposes of 
war, and with an unprecedented destruction of wealth, and with 
an unparalleled interruption and diminution of the current pro- 
duction of the world, interest rates have been phenomenally low. 
Consistently with his general view Fetter remarks: ‘That a great 
war, calling for much borrowing, raises the interest rate, is easily 
explained as the undoing of the process of saving and loaning. 
It presents a case of waste on an enormous scale. Waste and 
destruction are in their nature and in their main effect upon time- 
preference, interest, and productive processes, just the reverse of 
saving and improving wealth This result is anticipated 
at the very outbreak of hostilities. The interest rate rises, and 
the capital value of all securities with fixed incomes is reduced 
accordingly. During the continuance of the war, the rising 
interest rate slackens investment in industries in countries at 
peace” (p. 498). But obviously the facts do not fit easily to this 
interest theory as presented. Plethoric funds and low interest 
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rates have prevailed in the warring countries and in America, ever 
since the early days of 1915." 


The truth is, however, that it is on the side of supply of loanable 
funds rather than of the demand for them that Fetter’s interest 
doctrine, like most other interest doctrines, gets seriously into con- 
flict with the realities of the situation. Strangely enough, Fetter 
has constructed a theory of interest, and, indeed, a theoretical 
manual of political economy as a whole, with only incidental and 
occasional reference to the phenomenon of money, and with less than 
this to the institution and the activities of banking. And yet it is 
by the banks that most of the supply of loanable funds is furnished 
as it is to the banks that borrowers most commonly apply for so- 
called capital. The fixation of interest rates of any particular time 
is largely, even exclusively, a banking phenomenon—the fluctua- 
tion of rates almost entirely a matter of banking activity and policy. 
The circulating medium, the thing that is borrowed, is mainly of 
banking origin; the expansion or the contraction of the circulating 
medium mainly due to the extension or restriction of banking accom- 


* The following are typical items out of a general situation familiar to all observers 
of recent financial phenomena: 

“The bond market is active at prices that are 4 per cent to 6 per cent above those 
ruling six months ago. Such cities as Kenosha, Wisconsin, for instance, have been 
able to sell their 44 per cent bonds at a premium.”—Commerce and Finance, December 
I, 1915. 

“A remarkable advance in the prices of bonds has occurred during the last two 

The average gained nearly three points in October, and nearly four 
points in two months. The advance has continued since November. In view of the 
unparalleled war demand for capital, this advance in the prices of our railroad bonds 
is surprising.’””—Market letter, Warren W. Erwin & Co., November 12, 1915; see also 
the Annalist of November 29, 1915. 

The Annalist of January 31, 1916, points out that the twenty-five-million issue 
of fifty-year bonds of the state of New York has been selling at a price to yield the 
investor 3.85 per cent, and notes the general trend of bonds toward rise. 

See also Table VIII in W. C. Mitchell’s “American Security Prices and Interest 
Rates,” Journal of Political Economy, February, 1916. 

The February, 1916, Bulletin of the National City Bank of New York remarks: 
“Interest rates are still dragging on the ground, . . . . a situation comfortable and 
pleasing to borrowers The money market has been very narrow and quiet, with 
call money at. 1} to 2 per cent, and best names in commercial paper usually at 3 per 
cent.” 
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modations. Capital is furnished to the business man by the loan 
to him of the banker’s credit. The derivative funds as they fall 
into the hands of individuals disposed to lend them are ordinary 
loanable funds—originating in the lending activity of the banks 
—are capital to the borrowing customer, and are funds which are 
capital assets to any holder disposed so to employ them. It is 
commonly with easy reserve conditions with banks, reserves 
derived in large part from the discounting activities of still other 
banks, that the offer of funds becomes greater and interest rates 
lower. Or again, there is a restriction of lending with a resulting 
rise of rates. The high interest rates of panic periods have com- 
monly no other explanation. The analysis of interest without 
attention to the phenomena of banking is a predetermined disaster 
—or better, perhaps, an unintentional farce, a play of Hamlet with 
no Hamlet. The bankruptcy of interest theory on these terms has 
received a year-long and a perfect illustration in the world-situation 
since the European war began—first, the exceptionally high rates, 
with now over a year of extremely low rates, even bonds rising; 
credit easy in Europe as in America, lowering rates of return upon 
the present worth of all investments—and still with abstinence and 
consumption perspectives as the offered solution for these phe- 
nomena—and therewith economic authority and theory a joke and 
a byword. 

It may, indeed, be true, that rising prices may finally cancel 
the effects of banking activity upon interest—they probably will— 
unless under the current conditions of suspended redemption, bank- 
ing activities continue to expand.’ Or perhaps the next thing may 
be a long period of extremely high rates. Such will be the case 
whenever, if ever, the banks shall set themselves seriously to the 
task of re-establishing gold redemption, and to this end shall adopt 
a policy of forcing the liquidation of loans with the attendant 


* In America, at any rate, interest rates may long continue low, deposit currency 
continue to expand, and prices continue to rise. ‘In spite of the growing expansion, 
excess reserves continue to grow even faster.’—Federal Reserve Bank of New York, 
as quoted in the Amnalist of February 21, 1916. 

“The increase in deposits [of all national banks] during the twelve-months period 
was $2,163,000,000.”—-Comptroller Williams as of December 31, 1915. See Journal 
of Commerce of February 23, 1916. 
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contraction of circulating deposit credit. In that case a further dis- 
aster will befall the abstinence and perspective theory of interest 
determination. Every panic quite clearly presents the same prob- 
lems and enforces the same lessons—less obtrusively and cogently, 
every period of speculative expansion and every active, but easy, 
credit market. Yet Fetter has no discussion of monetary theory 
or of credit and banking. 


Closely articulated with Fetter’s interest theory should be his 
concept of capital. What, then, is capital? Clearly it is an 
individual and competitive and pecuniary fact. 


“The capital concept is essentially of this private and acquisitive nature” 
(Journal of Political Economy, XXII, 554, June, 1914). “One may be a 
very rich man today and not own outright, in fee-simple, any but small 
personal belongings. He does not own wealth in the old-fashioned way, he has 
capital and he is a capitalist . . . . capitalis pars the chief part, principal part; 
hence principal, of amoney loan. The capital, or principal, of the lender was 
this amount of money The borrower on his part looked upon the capital 
as the amount he had to invest in various kinds of goods. Taking these goods 
to a distant market, or changing them by manufacture into more valuable 
[higher-priced] forms, he expected to regain when he sold them not only his 
capital [money must be meant], but more than enough [money] to pay the 
{money] interest Capital is an expression of a person’s business power 
in terms of money A promissory note .. . . is capital 
or industrial capital is . . . . that part invested . . . . from which to draw a 
monetary income” (pp. 266-67). ‘Enterprise is investment, the putting of 
capital into concrete [?] forms of wealth” (p. 350). “The owner of a fund 
of purchasing power cannot leave it to invest itself. The primary function of 
enterprise is the choice of a business in which to invest” (p. 327). “‘ Frequent 
use must be made of credit” (p. 334). ‘The value [price] of his house, 
furniture,” etc., “is capital In an emergency they may be converted 
into money” (p. 267). 


Now it may perhaps go without saying that I accept this view 
of interest and capital with enthusiasm. If it is original with 
Fetter, so much the better—if, indeed, it matters at all. The sole 
regrettable thing is that Fetter has no way, or at all event finds 
none, of connecting this admirable concept of capital with his 
theory of interest. Once starting, however, with this concept of 
capital as a money quantum and of interest as a money premium on 
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a money loan, he should have been well advanced toward a solution 
of the interest problem. A question rightly stated is half solved. 
In line with this monetary concept of capital Fetter offers as 
“another way of defining capital, . . . . any right to prospective 
income that can be capitalized The value [price] of a slave 
may be capital To a limited extent, carefully guarded by 
law, a man may borrow and pledge future earning power, and thus 
capitalize it” (p. 266, note). “The present price... . is the 
capitalization of the expected uses [price incomes]”’ (p. 269). 

But still Fetter does not attempt the necessary connections; 
in fact he often slips back into another and earlier concept of capital. 
He rightly finds that goods get present worths through the process 
of capitalization—as surely they do, though not by a process quite 
as precise and mathematical as Fetter reports it: ‘Each succeeding 
year’s use [money-valued] . . . . is reduced to its present worth [in 
money] and the sum of the present [money] worths is the present 
value [price] of the agent” (p. 268). Now there is no need to 
question—no need for me, at any rate—that farms, franchises, 
houses, furniture, machines, are all capital; but they are not that 
form of capital presenting the phenomenon of capital borrowings 
and interest. The demand for capital expressed in terms of interest 
paid is a demand for loan-fund capital—money or its equivalent, 
fluid purchasing power. It is, then, clear that in the following 
quotation Fetter is talking of capital in the sense not of a money 
quantum lent and borrowed but of a concrete good that is sold and 
bought: “‘Every exchange of a durable agent involves an estimate 
[at least two estimates] . . . . of that agent’s future 
this bidding for capital the logical basis of the present value [price] 
is the series of expected incomes” (p. 271). But suppose now that 
we attempt to make capital mean here a money fund and adapt 
the sentence to this meaning: Jn all the bidding for money funds the 
logical basis of the present money quantum is the series of expected 
money incomes from the money. Fetter is merely playing hide-and- 
seek with the concept of capital in its relation to interest. And so 
he continues: ‘‘When the agent is bought outright, the very con- 
cluding of the bargain fixes [expresses ?] a relation between the 
expected value of the income [expected price income] and the 
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value [price] of the capital invested. The discount on the future 
incomes . . . . is imvolved in the lower present price” (p. 271). 
But it is in the next paragraph that war and panic get brief 
mention, as disturbers of the interest rate. 

But in the next chapter the money character of loan capital 
comes to the surface again with the discussion of the phenomena 
of saving and borrowing. After the statement that “abstinence is 
the name of that faculty of the mind [rather than an activity or a de- 
cision of the mind] which enables present desires to be subordinated 
to future desires’ (p. 285), we shortly find that abstinence takes 
place in view of “those who are spending more than their incomes, 
those who are spending just up to their incomes, . . . . and those 
who are spending less”’ (p. 287). ‘‘ Both of the poor man’s opposing 
desires, dependent on the dollar, may be very strong . . . . the rich 
man’s desires . . .. very weak Saving may result” (p. 288). 
It must, then, follow that the saving of funds, or the bidding for 
them, or the rates fixed for them, can never be explained by utilities 
or abstinences taken quantitatively, but enly as somehow regarded 
as ratios, and that no price or value and no interest rate can ever 
express desire or marginal desire or marginal impatience or any 
other purely quantitative fact. But however this may incidentally 
be, Fetter’s notion of that kind of loanable capital that comes from 
savings runs quite obviously in pecuniary—price, money—terms: 
“Every clear dollar of money income . . . . is disposable either 
as present enjoyment or as savings to constitute a new capital” 
(p. 289). In a note, he mentions “reservoirs of small savings 

. savings banks, building and loan companies, postal savings, 
insurance”’ (p. 290), totaling $11,195,000,000o—capital, one infers. 
So again: ‘The term productive loan... . applied to the 
borrowing of capital to be used . . . . in business . . . . must be 
more fully discussed in connection with the problem of enterprise 
and profit The borrower expects to pay the interest out of 


the surplus income” (pp. 298-99). 


And finally something further deserves attention: Fetter 
notes “that the owner of a fund of purchasing power cannot leave 
it to invest itself” (p. 327). ‘‘ Frequent use must be made of credit”’ 
(p. 334). ‘“‘The money which the enterpriser, . . . . the so-called 
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productive borrower, . . . . borrows to invest in business, he uses 
to get better machinery or a larger stock, with which to secure a 
better or a larger product . . . . the price of these goods to control 
which is the real object of the loan The loan is made in view 
of the rate of interest, of the market price of the goods in which 
the loan will be reinvested, and of the probable chances for earning 
profits” (p. 335). “‘The rate of interest is taken to represent 
about what capital can do by itself”’ (p. 345). 

Is it not now evident, in view of all these absorptions of saved 
money funds by borrowers, “‘for use in carrying on business, 
either mercantile or manufacturing’”’ (p. 299)—for buying equip- 
ment, raw materials, land, fertilizers, for financing advertising, 
paying rents, insurance, interest-charges—that the wider the 
field of use for funds, the more factories and railroads to be con- 
structed on borrowed funds, the larger the stocks of merchandise 
carried, the more extensive the publicity campaigns to be attempted 
—the less rapid can be the fall of interest rates at any time through 
increasing supplies of savings? That with new demands for funds 
emerging more rapidly than new supplies of savings (and of bank 
loans) are offered, these new business and industrial openings for 
investment must force a rise in interest rates? That it cannot 
be true that “there is . . . . a relation between roundaboutness 
and time-preference, but it is one in which the mere mechanical 
method is passive’’ (p. 261)—the process not solely that “the indi- 
vidual takes the market rate as a fact and adjusts his own conduct 
to it” (p. 312)? That whatever gain-offering undertakings absorb 
funds must affect interest rates? And equally true must it be that 
whatever business activities create funds, or at one time add and 
at another time withdraw funds, must also affect interest rates. 
And if this be true, Fetter’s entire theory of interest goes into 
bankruptcy— irrespective of the réle of banking in the case. 


Something of the same fate also overtakes Fetter’s capital con- 
cept, as earlier formulated by him—with the net result, however, of 
the great improvement of his concept in its later and present 
phase. In this later rendering, 


“capital is the salable value-expression of expected incomes, no matter what 
the source of the incomes may be, whether rentals of vice, gains of monopoly, 
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mendacious advertising, or the growing scarcity of natural agents. To identify 
growth of capital with national prosperity is fallacious. Capital is a private 
business concept Not without reason it has been a reproach to economic 
writers that they often have confounded business incomes (and especially those 
of a limited, influential class in society) with general social welfare, and have 
identified individual acquisition with social production The right under- 
standing of the nature of value and of capital makes possible a clearer distinction 
than before between business economy and social economy. Men cannot 
today . . . . cherish the error that ‘whatever is, is right’ in the distribution of 
incomes. We must recognize the fact that in all times and countries and still 
today there is in public and private business more or less favoritism, bribery, 
monopoly, and dishonesty, which give to some men more than the economic 
law of value would explain or warrant Incomes resulting from values 
in the world as it is do not always meet an ethical test” (p. 512). “‘‘Get-rich- 
quick’ schemes mean get-poor-quick for everyone but their promoters 

Lead mines and gold mines which prove to be salted mines, rubber plantations 
with elastic possibilities, electrical ‘air-line’ roads destined ever to remain in 
air—these projects yearly lure millions of small savings from the trusting” 
(p. 486). “‘Franchises . . . . enable their owners to get incomes which can 
be capitalized f . ... investors believe in the skill of the 
manager to influence the legislators by fair means or foul, the value of the 
stock continues higher The important question, however, is... . 
whether the exceptional income arising under the franchise should go to the 
public or to the company, . . . . whether the company is entitled to the 
income, for if so, the capitalizing of the income somehow, as is done in every 
other business, is inevitable” (p. 282). “A prodigal . . . . is impatient at the 
slowness with which the incomes ripen . . . . often in a favoring atmosphere 
of flattery, vanity, and false friendship To secure an immediate loan 
he —_ agrees to pay an exorbitant rate of interest The net result 
....is.... a wasteful transfer in which often scheming and avaricious 
men gain unjustly, and often the savings of true abstainers are transformed 
into riotous living and foolish display” (pp. 295-96; see also pp. 367, 368). 


In this connection, however, must be noted how Fetter else- 
where presents the case: ‘‘Saving increases the bounty of agents, 
improves the methods of production, and benefits the community 
as a whole, including those who have had no part in the saving.””* 


t It is only fair to say that Fetter’s present emphasis is noticeably less optimistic 
than in his earlier book. The following quotations from the Principles of Economics 
could, however, be easily defended by the citation of other passages asserting quite 
the contrary: ‘‘Goods consist of all those things objective to the user which have a 
beneficial relation to human wants” (p. 19). “Wherever free competition exists 

. each workman is moving into the industry where he earns the highest possible 
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Fetter’s earlier formulation of capital, it will be remembered, 
included all goods, present or future—all goods in terms of price. 
So, likewise, Fisher—both authorities taking the view that, inasmuch 
as all things in time are either present or past, the present a hair- 
line between two eternities, all services that are not past must 
be future. But Fetter now arrives at a view less logical, it is true, 
but far more psychological. He sees that, in getting future incomes 
into a present worth, it is really important to have a present. 
Capital is therefore “any right to prospective income that can be 
capitalized” (p. 267)—to which the capitalization process applies 
in getting a present worth. “If a technical process involving a 
half-dozen or more steps is completed within an instant, then the 
most indirect agent must have all the value reflected to it from the 
product, subject to no discount on account of the lapse of time. 
. . . . The man can get the nuts by climbing the tree, or by taking 
a stick and knocking the nuts to the ground. The difference in 
time... . is negligible If sticks are scarce, . .. . that 
is a usance problem, and not a time-value problem” (pp. 258-59). 


On the whole, then, I regard Fetter’s present notion of capital 
as eminently satisfactory. He needs merely to see that interest has 


amount, and where he receives just what his fellow-men estimate his importance to be, 
judged by the service which he performs. Each man’s place is determined by his 
specific gravity, just as the place of liquids poured into a glass is determined by their 
density” (p. 213). “There isa constant selective process; dropping out the weak and 
advancing the efficient organizer After manifold blunders, the less capable 
drop out. Thus by the ceaseless working of competition the higher places are taken 
by those most capable of filling them, and the efficiency both of the employers and of 
the workmen is increased” (p. 271). ‘Profits are the income attributable to the 
enterpriser’s services . . . . economic wages or the earnings of services” (p. 284). 
“As industry develops, this special service stands out more clearly” (p. 285). “He 
is the spring or buffer which takes up and distributes the strain of industry”’ (p. 287). 
“Cheating, lying, breaking of contracts, bribery of public officials . . . . are not 
profits, as the term is here understood Economic analysis may exclude from 
the concept of profits the gains made by such means” (p. 289). ‘Profits being recog- 
nized as due to these differences in the abilities just as rent is due to differences in the 
fertility and efficiency of goods” (p. 290). ‘The enterpriser dealing with real wealth, 
and fitted to take the risks . . . . needs the motive of gain, and in a sense can be 
said to earn socially what he gets” (p. 336). ‘‘In a broad but very true sense, there- 
fore, it appears that high personal achievement, large economic reward, and large 
social service are connected” (p. 379). “The use of wealth in these days is taking 
more social directions”’ (p. 390). 
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to do solely with a particular subdivision of private capital, the 
loan-fund variety of capital. And often enough he does see this 
well and clearly, only that he makes nothing of it for purposes of 
interest theory. True, “the principal is the amount loaned 
expressed in dollars as a capital sum” (p. 302). True, “interest 
is the amount paid and received according to a contract for credit 
given in terms of money” (p. 301). True, “the thing rented [is] a 
stated amount of money . . . . and the rent (interest) ....a 
smaller amount of money” (p. 302). True, “‘the expression of 
interest as a rate per cent of the principal gives to the interest 
problem an aspect very different from any presented by the rent 
problem” (p. 302). True, “money borrowed to keep would be 
barren; . . . . it would even cease to be money” (p. 308). True, 
the borrower “‘is . . . . selling to the lender the right to collect 
a series of future money incomes . . . . and is in return buying a 
present sum of money”’ (p. 309). 

But what of it? Nothing more than that Fetter has earlier 
denounced this loan-fund notion when used as “the central fact in 
the interest theory It is a proposition worthy of John 
Law that the loan-fund consists in the obligations of prior debtors. 
.... Law was Scotch....this.... i 
author .... hitupon.... theerror.... 
in considering the always puzzling part that banks play” (Journal 
of Political Economy, XXII, 556-58). Whether, however, Fetter 
in his present capital analysis now agrees with me or I with him, 
is a question which deserves neither his attention nor mine—still less 
that of anyone else. 

Much the same commendation—and the same annotation— 
applies to Fetter’s discussion of the law of diminishing returns, the 
law of the proportion of factors, ‘‘the principle of proportionality” 
—with occasional confusions of the competitive and the social 
renderings (e.g., p. 163)—the law of economy in large production, 
the relations of complement and substitution between factors, and 
the importance of reservation prices. With reference to this 
last, however, I have difficulty in reconciling Fetter’s contempt for 
reservation prices, as expressed in his earlier-cited review of my 
Economics of Enterprise, with a paragraph on p. 57: 
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“An auction is advertised to be ‘without reserve’ when everything is to 
be sold for the highest bid, no matter how low it is Price in such a case 
may be abnormally low Buyers’ bids alone then determine the price 
at anything above zero. In most cases of trade, each trader virtually stands 
ready ‘to bid in’ his own goods. In some cases friends or confederates, 
‘cappers,’ make pretended bids, or sometimes bid in the goods . . . . if the 
price is too low. We have in the auction-sale . . . . something near to the 
idea of a market.’’ “Where the owner can himself manage the farm, he has a 
reserve valuation below which he will not let it to any tenant 
owner’s reserve valuation may often be below the bid of others” (p. 165). 
“Price in such a case may be . . . . much lower than in a trade where a lower 
limit is set by the ability and readiness of each would-be seller to keep all or 
part of the supply if the price is not as high as his valuation” (p. 57). 

My own discussion of reservation prices has merely empha- 
sized the fact that the refusal price is one demand among all the 
other demands bearing upon the supply. I don’t at all know whose 
doctrine it essentially is, since it is implied everywhere in price anal- 
ysis. It is quite consciously and effectively used by Wicksteed— 
just as certainly, only protestingly or unavowedly, byFetter. In fact, 
however, Fetter especially needs the doctrine, since he translates all 
cost into displaced alternative products—with cost socially viewed. 


But this review, intended as essentially an attempt to set forth 
critical and doctrinal issues, must somewhere reach an end—not, 
however, without a most cordial recognition of the surpassing merits 
of Professor Fetter’s book in the clean-cut logic of its organization, 
the easy and attractive informality of its style, its wealth of illumi- 
nating illustration, the originality of its presentation, and the evi- 
dent mastership of much of its analysis. Had I time, it would be a 
pleasure to indicate several of what I believe to be improvements in 
concepts and in terminology, of great suggestiveness, and promise, 
e.g., the restriction of diminishing returns to the purely social aspects 
of the relations between population and land; the definite meanings 
attached to direct and indirect, consumptive and durative, present and 
future, in the terminology of both the rent and the interest dis- 
cussions. Again, as at length in other connections, I desire to 
express my recognition of Fetter’s great services to the develop- 
ment of economics, and my many obligations to him for sug- 
gestion, inspiration and guidance. That I regard his work as 
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faulty in many respects, disagree with him at many points, take 
issue with him upon many fundamental questions, subtracts 
nothing from my cordial and admiring appreciation of his services 
and significance in the science, to the development of which each of 
us, I trust, is equally, in the measure of his powers, earnest and 
devoted. 
H. J. DAVENPORT 
UnIvERsITY oF Missouri 


Norte.—And now a few unwilling words. In the June, 1914, Journal of 
Political Economy, on substantially two grounds, Professor Fetter makes 
lengthy objection to the essential positions of my Economics of Enterprise: 
(1) that, in the main, these positions are borrowed from him; and (2) that they 
are for the most part incorrect. To his further complaint that in my 
borrowings, I have denied him proper credit, I can only answer (1) 
that since he has found my doctrines wrong—a matter of no small surprise 
and regret to me—it would have been equally absurd and unfair had I sum- 
moned him to responsibility for them; (2) that I had elsewhere given him his 
full meed of generous—and deserved—credit. The Economics of Enterprise 
was avowedly merely the systematic presentation of the positions of a parent 
volume. In my Value and Distribution—a study critical and historical in 
emphasis—due allotment of credit and of priorities was seriously attempted, 
subject always to my expressed conviction that, after all, the truth rather 
than the personal ascription of it is the sole important matter. The quotations 
below will serve to make clear what I at the time regarded, and do still regard, 
as fairly and justly due to Fetter, together with my own position on all these 
priority issues—my title, Fetter’s title, anybody’s title. I disclaimed, and 
still disclaim, any in myself. And on precisely similar grounds I impliedly 
denied, and still do now deny, them to Fetter—or to anyone else—in any large 
way. Even if ever a controversy of this sort could be dignified, or less than 
an impertinence and a grievance generally, this one must remain absurd. 
Originality of doctrine, even of error, has become mere folly. The subject is too 
old, the masters too many and too capable, to leave room for more than 
addition or restriction, amendment, restatement, or reorganization. There is, 
I venture to say, no single doctrine in all the past fifty years of theoretical 
economics for which a reputable parentage could not be traced in earlier work. 
Unquestionably, at any rate, all my own views are of this highly moral sort— 
as, also, all of Fetter’s. 

In fact, of course, nothing of all this matters any way. Doctrines are 
neither the better nor the worse for their affiliations. I am glad merely that on 
so many issues Wicksteed, Fetter, and myself have arrived at what seem to me 
practically identical conclusions. I wish there were more of these agreements— 
and what there are of them more conscious and more cordial. 
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In the preface to Value and Distribution, having pointed out in detail how 
slender were any claims of my own to originality or priority—something, 
indeed, like two pages of disclaimer—I said, with especial reference to capital 
and to interest: “The competitive entrepreneur rendering of the capital 
concept was fairly well held as far back as the work of Say and Malthus; 
Clark, Fisher, and Fetter have contributed greatly to the widening of the 
concept of capital socially considered; Cannan and Veblen to the individualistic 
emphasis Interest theory, in that formulation which, by title of 
adequate recognition, systematization, and development, Fetter has rightly 
made his own, is traceable at least as far back as Say; was adequately formu- 
lated—but the result of it unseen—by Wieser and by Clark, and was by the 
latter valiantly battled for.” And in the body of the book (pp. 98, 104, 116, 207, 
208, 212, 315, 383, 497, 532, 559) Fetter’s doctrines and services came in for 
discussion. In the chapter, on “Capital and Interest,” I pronounced Fetter’s 
criticism of Boehm-Bawerk “most searching and destructive.” I added that 
“it would be hard to separate from the discussions of the present text that 
which is due directly to Professor Fetter and that which belongs to the author. 
But, in the main, so far as the present discussion is not directly borrowed from 
Professor Fetter, it has been suggested by him. At the same time, it is fair to 
say that Professor Clark .... has, in essentials, anticipated Professor 
Fetter’s criticisms So far as refers to Professor Fetter’s treatment of 
time value, . . . . the doctrine should, perhaps, be rather held to be that of 
Wieser than of Fetter, though here also Fetter’s discussion, in its development 
of the principle and in its consciousness of the significance and extent of the 
principle, is by much to be preferred I have made no attempt to trace 
the doctrine back to its origins; sympathetically interpreted, Say, at any rate, 
appears to contain it.” And again, with regard to Say and in connection with 
the same problem: “This, it will be noted, is the view in support of which 
Professor Fetter has marshaled all the resources of wide historical research 
and of keen theoretical analysis. It may now be hoped that this truth, having 
so long awaited its second statement, may, in its later and more scholarly pres- 
entation, have the good fortune not to be again forgotten.” 


But entirely irrespective of this general point of view, I find Fetter’s strict- 
ures and complaints incredible. In his Principles of Economics, he gave sub- 
stantially no credit; in this present volume he giveseven less. Nor does either 
of these books have, or purport to have, a parent volume. Perhaps in neither 
case was there a duty to award priorities or to allocate proprietorships. I 
don’t see that there was. I am not sure that such a duty would have been 
mine in the Economics of Enterprise, even had Value and Distribution not already 
appeared. But that it could have been due from me in the Enterprise and 
from Fetter in neither of his treatises, I do not easily comprehend. I gave, he 
says, “the meagerest hint of previous writings, and often no hint whatever. 

. Such a standard of scholarship is to be condemned, for without 
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conscientious references, essays in the field of controverted doctrine can attain 
but little of their possible service; . . . . neglect and unconscious misrepre- 
sentation . . . . the cut direct to those American economists who have for two 
decades been developing a progressive economic theory.” 

From Fetter, such words; and yet, in his present volume, Carver, Fisher, 
Johnson, Whitaker, Wicksteed, Marshall, Landry, Boehm-Bawerk, Von Wieser, 
are not even mentioned, either for praise or blame, Clark, and Commons 
appearing only once, each with qualified dissent, Cannan once with clear 
approval. 

But still more strange: My views, as he summarizes them, “seem,” he 
reports, “‘to make Davenport a progressive in relation to the revision of funda- 
mental theory now going on in America’”’—only “that these ideas are presented 
as if they were almost novel . . . . ideas which have become pretty familiar 
to most American students They are mainly in accord with the opinions 
held by members of the psychological school . . . . [but] no clear references 
anywhere to the movement of thought of which the present book is but a part.” 

And now note: “But for this [the “cut direct,” and “the chiding spirit’’] 
I should point to the present book as in some respects a further fulfilment of 
the forecast in my paper of the year 1900. There are many of us who should 
like to agree with the main features of the author’s argument. We should like 
to greet him as one of ‘the moderns,’ but he passes us by; . . . . his outlook is 
lonely” —and all this not as a joke as to methods of doctrinal classification, 
but in full seriousness, and as certifying himself as a person to whom there 
attach no “standards of scholarship to be condemned.” 

In bringing this note to a close, therefore—the necessity for which, making 
whatever best I can of it, I deeply regret—I am glad to repeat and reaffirm all 
my earlier words of due appreciation, appending, however, only the wonder 
whether Fetter anywhere ever did by another the thing which I fully and freely 
did by him—the wonder, also, whether there may anywhere be another than 
Fetter who, likewise, never having done the thing himself, could yet find it 
possible to arraign for remissness toward him the very man who had fully and 
cordially fulfilled the obligation. 

Strange case. 





WHAT IS AGRICULTURAL ECONOMICS ? 


From time to time, of late, we have seen an increasing number 
of colleges and universities adding some course or courses in agri- 
cultural economics to their published announcements of subjects 
of instruction. Sometimes these courses are actually presented as 
scheduled. Often, to my certain knowledge, they are not. But 
the name at least is with us, and many are asking (and perhaps not 
least of these are the wistful writers of the college announcements) 
“What is agricultural economics ?”’ 

Possibly the only way to arrive at an answer strictly germane 
to the query ‘What is agricultural economics?” would be to 
tabulate these prospectuses from college catalogues, to ascertain 
and report the actual content of the instruction offered in classroom 
or lecture, and to review the textbooks or uncodified materials used 
in the conduct of the courses. We shall, in fact, have some recourse 
to these methods at a later stage of our discussion. But the quest 
for a definition may well include an attempt to set forth a fair 
ideal, instead of contenting itself with merely reporting the “‘ spotted 
actuality.”” The really important question is what agricultural 
economics may be or should be, and in trying to find the most ade- 


quate answer that we can to that inquiry we must not be timorous 
of passing beyond a strict account of what now is. 


I 


Doubtless the suggestion which comes most readily to mind is 
to the effect that agricultural economics is simply general eco- 
nomics applied to the particular business of farming. To answer 
thus is but to shift the question. What, then, is “general eco- 
nomics’? Very slight acquaintance with economics and economists 
would suffice to show that it is not one thing, but many. As to 
scope, method, point of view, purpose, and specific content there 
is widespread controversy. Their single element of unity consists 
in the fact that all these labors lie within the wide field of wealth 
phenomena. There is no pure strain of economics, any more than 
there is a pure strain of Americans. We have, instead, hyphenated 
economies, showing plainly their extraction from political, philo- 
sophical, or other out-lands, just as we have only hyphenated 
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Americans, owning more or less remotely the ties of some European 
mother-land. To apply the term “orthodox economists” to our- 
selves (or to our enemies) is but a harmless pleasantry, so long as 
American specific productivity, German socialism, and Austrian 
marginal utility contest the field with English classicism—and 
neo-mercantilist and neo-canonist doctrines crop out at every 
unguarded point. To retain the title political economy is frankly 
to admit a mixed descent, and join the hyphenated company of 
social-economics or the newer entrepreneur-economics. 

If, then, the “‘ general economics” which is to be “applied to the 
particular business of farming”’ prove in fact to be any one of a 
number of different doctrines, evolved from dissimilar philosophies 
of wealth, the question becomes pertinent whether they fit with 
equal ease into the rural setting, or whether certain of them have 
been elaborated from essentially non-agricultural data, and are 
applicable primarily to industrial and urban conditions; whether 
certain other of these economies adapt themselves peculiarly to a 
rural environment; and whether, perchance, a close inductive study 
of the business of farming might not serve to give a special direction 
to economic thought, a particularized body of economic doctrine— 
in short, an agricultural economics which shall be more than a 
mere application of industrial economics to agriculture. 

It is quite evident that the first economic ideas that were 
excogitated by men of the early day, before economic theories 
were differentiated from the general mass of domestic, political, 
or religious opinions, were derived primarily from agricultural data, 
since agriculture was so preponderantly the form of all economic 
activity. It is equally true, however, that the problems of value 
of product and cost of production took on but the haziest outlines 
until the development of commercial relations made clear the 
fundamental facts of exchange-value, and thus gave new emphasis 
to the relation between income, costs, and profit. The economic 
problem of agriculture (as something different from its merely 
technological problem) did not take shape until husbandry found 
itself overtaken by, and made part of, a differentiated commercial- 
industrial régime. 

We may note also that it transpired in the course of this evolu- 
tion of modern exchange society, that it was the trader who first 
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picked up from the routine practice of his calling an empirical 
knowledge of certain of the principles of economics. Learning 
something of how values are created in the market, he was not 
slow to utilize the possibilities of restrictive legislation as a means 
of bringing about price situations favorable to himself. Trader 
and farmer thus re-enacted the little drama of Jacob and Esau, and 
it was the shrewd, trading Jacob that won away the blessing of 
paternalistic aid from his less sophisticated brother, Esau of the 
fields. So far, in fact, did mercantilist legislation operate to the 
discouragement of agriculture that it threatened the stability of 
the whole economic structure. Such was the situation when 
economics was born, and Physiocratie, as the first attempt to 
formulate a complete system, was concerned primarily in bringing 
agriculture back to its proper importance in the whole scheme of 
extraction, fabrication, and trade. 

But the mere fact that economics began with an “agricultural 
system” or was, as it styled itself, an économie rurale, does not mean 
that it derived from rural data a set of answers to the questions 
which we now regard as of prime economic importance. M. Ques- 
nay’s exposition of the distributive process is utterly unsuited to 
the solving of our modern problems of interest, wages, and profits. 
Nor is his analysis of production any more adequate. What it did 
do, of course, was to set forth, as the main premise upon which 
political economy should build, the dictum that agriculture was 
the only productive calling or employment. As to whether it was 
the land or the labor which was the productive factor when the 
two were joined in an agricultural enterprise, the physiocrats’ 
argument was not so clear as might be wished, but the net result 
of their teaching was to represent land as the only truly productive 
factor. 

In England, the classic writers gave but scant attention to these 
ideas. Adam Smith refuted the “agricultural system” in about 
one-tenth the space which he devoted to demolishing the arguments 
of mercantilism. He is interested primarily in the division of 
labor, the employment of stock, and kindred topics, and from his 
day on, the run of attention in Britain was toward trade and the 
new industrialism. At the same time, England was, not less than 
France, a land whose cultivable area was exploited close up to the 
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limit set by the prevailing farm technique. While the English 
classicals repudiated the narrow views of the physiocrats and 
adopted a more discriminating estimate of the productive con- 
tribution of the various employments, they never got away from a 
sober realization of the fact that land area (whether at home or 
Over-seas) was an indispensable and not altogether reproducible fac- 
tor in their economic organization. It was, therefore, from data of 
a somewhat constricted agricultural environment that they built 
up their economic theories. Under such conditions, the apposite- 
ness of the Malthusian principle of population, the law of diminish- 
ing returns, Ricardian rent, and the iron law of wages can hardly be 
denied. 

But early American economic theories grew up in utterly differ- 
ent surroundings. Land had no value save as a value was created 
upon it by the labor of the settler and by the outlay of labor and 
capital by those others who built cities or laid down railways or 
dug canals. Laborers were scarce, and every child was a precious 
asset instead of an alarming liability. Richer lands were being 
opened up, machinery was making labor more productive, and 
natural science was arming the producer with a better and yet a 
better technique. Not unnaturally the men who lived in the midst 
of such conditions threw over the whole system of English ortho- 
doxy, and sought to formulate new laws from the inspiring cir- 
cumstances among which their lot was cast. The American School, 
from Raymond to Patten, reconstructed economic theory in 
accordance with agricultural data that lay closest at hand. Even 
their opinions upon industrial affairs were premised upon super- 
abundant land, cheap raw materials, and a low cost of living. 

It was not long, however, before the growth of industrialism in 
America gave to our economic discussions a setting not dissimilar 
to that which commanded the attention of European thinkers, and 
the men of the new American school owe more to English and 
Teuton inspiration than to a direct descent from the earlier native 
writers. Neo-classicism naturalized (and shall we say improved ?) 
amidst our new industrial surroundings the system that English 
writers from Smith to Mill had deduced from a similar but earlier 
period in the life of our British cousins. Specific productivity was 
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the American elaboration of the germinal idea of marginal utility 
developed by Jevons and the Austrians. The more specialized 
this development became, the more did it depart from agricultural 
sources of inspiration, the more did it concern itself with the solving 
of problems of factory wages, interest upon funded capital, and the 
profits of industrial entrepreneurship, and the less pertinent did 
its discussions become to the problems of the organization of farm- 
ing and of the farmer’s income. Should we take Professor Clark 
as typical of this movement, it seems evident that his mind has 
not been filled with contemplation of rural life and the economic 
activities of country folk. Though Clark took his cue from a sug- 
gestion of Henry George concerning agricultural utilization of land 
and labor’ and from von Thiinen’s* analysis of rural enterprise, 
his own elaboration of the specific productivity doctrine seems 
distinctly to be based upon conditions of incorporated capital, 
minute division of labor, and wire-edge competition in entre- 
preneurship and hence an imputation of productivity not dreamed 
of by the farm proprietor. 

In view of the fact that several of the recent writers seem 
definitely to have turned their eyes away from agricultural data, it 
appears all the more noteworthy that they have arrived at much 
the same conclusion as did the early Americans, who could see 
nothing else. Both tend to eliminate the distinction between land 
and capital. And whether the argument be from the’ social 
organismic premises of Clark or from the business accounting and 
private entrepreneur viewpoints of Fisher and Davenport, their 
conclusions chime in with the lay opinion of the farmer himself. 
This raises an interesting question as to the relationship between 
industrial and agricultural economics. Is it mere accident that 
the only two Americans who have attempted a textbook on agri- 
cultural economics have both clung to the older view? Professor 
Carver stands out among modern writers on distribution, by reason 
of this very fact, and Professor Taylor has stayed as close to the 

* Clark, Distribution of Wealth, p. vii. 

? Ibid., footnote, pp. 321-24. Those who do not find themselves in agreement 
with the specific productivity theory might feel that the very fact that von Thiinen 


was analyzing an agricultural situation was what saved him from going to the lengths 
to which Clark went. 
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classic doctrine, and the larger part of his book’ is given over to the 
discussion of this factor of the farm enterprise. 

This raises the whole question of the “surplus” concept, which 
is the keynote of so much of economic theory. From the physio- 
crats to Carver and Taylor, through classic and neo-classic lines of 
descent, there has been a school which views surplus-ness as an 
attribute of the land. The Socialists, on the other hand were con- 
cerned with a surplus attributable to labor. And modern industrial 
economics inclines to identify the idea of a surplus with the function 
of entrepreneurship and to believe that such surplus goes inevitably 
to the controller of capital, whether the form of capital be land or 
other instruments of production. 

We have already noticed the persistence of this first idea in 
discussions of the economics of agriculture from the most ancient to 
the most recent. Entrepreneurship as such is not an idea which has 
been very largely developed in connection with rural enterprise, 
but it is probable that the modern farmer who, as we have already 
said, views his payments for rent or land-purchase in the same light 
that he does his outlays for other productive goods comes to 
identify, at least vaguely, his chance of securing profits with his 
ability to control capital. If one now has to pay two hundred 
dollars an acre in order to get a farm and benefit from the extraor- 
dinary profits that accrue by reason of the outbreak of the 
European war or the rise in the cost of living, it is evident that the 
entrepreneur gains in agriculture are indeed a function of the control 
of capital. But when one could take up a homestead gratis from 
the government, the essential prerequisite to entrepreneurship was 
evidently not the control of capital, but the ability to endure hard 
work and privation and to bear many children. Since, however, 
these are personal qualities, their possessor commonly regarded 
all his income as the return to labor. In fact it has been char- 
acteristic of our farmer folk that they have never formed the habit 
of thought which imputes some part of the total product to factors 
of production other than labor. Where they have created a value 

* Taylor, Agricultural Economics. His discussion in the Quarterly Journal of 
Economics (XVII, 598) is an elaboration and extension, rather than a denial, of the 
central tenet of Ricardo’s doctrine. 
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upon raw land and secured capital by a process of saving rather 
than by borrowing, the productive power so added has appeared 
hardly less personal than physical strength, native shrewdness, or 
an acquired education. When, after a generation or more of such 
conditions, mere ownership of land and capital passes over to 
non-resident hands, while the actual productive operations remain 
in the hands of the farmer, have we not the conditions for the 
development of a socialist philosophy in the open country, such as 
has never been furnished by slave and villein and yeoman types 
of farming ? 

Assuredly the inner facts of Granger legislation, the rural 
attitude toward Eastern mortgage holders in the nineties, and 
the present gospel of hate toward the produce middleman would all 
be worthy of a careful search for the purpose of ascertaining whether 
here are or are not the inductive materials out of which our country 
populations are building up a socialistic philosophy of their own. 
Certainly the call for state aid wails loud in the land whenever 
the farmer believes himself to be losing ground in his contest with 
other classes. Only the form of the demand changes with the times; 
from internal improvements to cheap money, from extensive 
bureaus of agriculture to rural credits. Lassalle’s theory of 
Konjunctur finds a very pretty illustration when the farmer admits 
that the risks of modern commercial agriculture are too much for 
him to meet single-handed. To only a very small extent has he 
underwritten them through private agencies of equalization such 
as hail-insurance companies. He seems more keen by far to 
socialize them through state activities paid for by taxes upon public 
utility corporations or by customs duties. Some of the pro- 
posals soberly propounded by cotton planters after the outbreak of 
the present war were calculated to take even a socialist’s breath. 


The writer has no desire to press this discussion for its own sake. 
What has already been said is merely for the purpose of suggesting 
that there are fundamental questions of theory underlying the 
practical programs whose discussion makes up so large a share of 
what we know generally as agricultural economics, but which all too 
often fail to touch bottom on any economic principle whatsoever. 
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Agricultural economics is, no doubt, an application of general eco- 
nomics to the particular business of agriculture, rather than an 
independent set of doctrines built up out of a specialized body of 
data. But this is not to be an application entirely after the fact: 
economic laws are not promulgated like edicts from some imperial 
capital imperfectly informed concerning conditions within the 
province in which they are to be applied. All voices must be heard 
in the establishing of truths, not less than in the securing of political 
stability. If we are to avoid the dangers of an industrial economics 
of capital or a socialist economics of labor as well as an agricultural 
economics of land, the facts of farm enterprise must not be neg- 
lected in favor of the data of commercial and manufacturing 
activities by those who aspire to enunciate the principles of the 
science. 

To resort to an analogy, agricultural chemistry is not a science 
distinct from industrial chemistry and both of these in turn inde- 
pendent of some unspecialized general chemistry. It is, instead, the 
application of principles, supposed to be universally valid, to the 
particular phenomena of agriculture. But the man who goes forth 
equipped with this general chemistry into the field of agricultural 
research, begins at once to add to his store of knowledge of chemical 
properties and reactions. He must qualify, correct, and extend 
those principles with which he first essayed to solve the chemical 
problems of soil fertility, of plant and animal life. And these 
labors of his, detecting error and discerning new truth, go in due 
time to enrich the central science of which his field is but a special- 
ized department. 

Similarly, agricultural economics is not a science distinct from 
other economic science, nor, on the other hand, is it merely an 
art devoid of scientific implications and responsibilities. It may 
happen, indeed, that the very attempt to apply to agriculture, eco- 
nomic theories of supposedly general validity but elaborated from 
industrial surroundings, shall prove to be the test which reveals the 
inadequacy of their premises or the incompleteness of their analysis. 
At all events, the most careful builder of an economic system cannot 
felicitate himself upon having achieved a really valid doctrine until 
he has ascertained the adequacy of his principles to explain the 
facts of rural as well as urban enterprise. 
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Nor does it behoove us to be narrowly insistent that what 
appears to be the truth in our particular sphere, is the truth about 
the whole. We should get a larger sense of relationships than did 
the blind men of the fable. The elephant is not a great serpent, 
even though a close inspection of his trunk might suggest such a 
thought; nor is he like a tree, though feeling of his legs shows them 
to be tree-like; nor yet is he fashioned like a wall, though passing a 
hand over his broad, flat sides may lead one to suppose so. In 
fact, the whole truth even about trunk or leg or side can be per- 
ceived only when it is considered as part of a larger whole. The 
best hope we can venture for agricultural economics is that it shall 
take and maintain its proper place of dependence and assistance, 
and that general economics may be both its point of departure and 
the goal of its return. 


II 


But this is only half the story, and many who profess an interest 
in the subject would doubtless pronounce it much the lesser half. 
The demand of the hour is not for a science adjusted with nicer 
refinement to all phases of the truth, but for an art to give imme- 
diate and practical counsel concerning the conduct of today’s farm 
undertakings. When technical improvements have gone as far as 
they may, it is still evident that modern agriculture is more than a 
merely technological process, since the success of agriculture is to 
be measured in income and not alone in physical units of product. 
Toward this end of enlarging cash return in an exchange society the 
art of economic organization is not less important than scientific 
knowledge of fertility and plant and animal breeding. 

When we come to set forth this art of agricultural economics 
in a formal statement, however, it becomes evident that its char- 
acter will be much modified by the nature of the goal we have in 
mind. Is it that of individual gain, national strength, or social 
well-being? We in America have got, perhaps, far enough away 
from the older and narrower ideas of nationalism so that we feel 
little or no conflict between these latter two ideals. And under 
conditions of peace the economist would be likely to agree that a 
policy that secures social welfare makes, by so much, for national 
strength. However, the first group of writers who turned serious 
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attention to the subject were not thinking solely of conditions of 
peace. In Germany the economic art of agriculture has not been 
concerned primarily with securing a large return to the farmer or 
of directing the productive forces of the nation into the channels 
where national resources and market conditions offered greatest 
return upon such expenditure, but a canny eye has been kept upon 
the exigencies of possible war and the need of having the country 
able to feed itself in such a crisis. By way of illustration, we 
may quote a few lines from a treatise on agricultural economics 
published in 1899: 

Under normal circumstances the domestic agricultural production of a 
nation should certainly provide for the needs of the resident population as to 
necessary products of the soil, especially as to the indispensable foodstuffs. 
Otherwise the country falls into a position of greater or less dependence upon 
other states, which are in a position to produce more human subsistence than 
is needed within their own domains. This dependence is especially precarious 
in time of war and for such lands as, like the German Empire, are bounded 
on nearly all sides by other countries, and have only a very limited access to 
the open sea. In a war with Russia, France, England, or several of these 
countries together, the adequate maintenance of the home population might 
be seriously endangered. To be sure, this danger is somewhat lessened by a 
strong fleet such as we hope to have in our possession in the course of a few 
years, but yet is by no means entirely removed. Jt remains, at any rate, an 
especially vital problem for German agriculture to strive to provide its domestic 
needs of indispensable means of subsistence, and particularly its breadstuffs. Out 
of regard for its own existence, even, the government is compelled, so far as 
lies within its power, to assist agriculture in the solution of this problem.* 


Thus is German agricultural economics indentured to the service 
of a politico-military master, rather than left to an intellectual 
freedom of enterprise. It is designated Agrarpolitik—a not-to-be- 
neglected segment of the cameral Nationalékonomie. 

Quite different is the économie rurale of France, and decidedly 
worthy of our attention because it appears to be most closely akin 
to much of the work which has been done in our own country. 
While the character of the German Agrarpolitik was being deter- 
mined by the dedication of all scholarly endeavor as well as material 
resources to the purpose of national strength and self-sufficiency 
which has been unfolding since 1870, France has thought more in 


* Goltz, Vorlesungen tiber Agrarwesen und Agrarpolitik, p. 11. 
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terms of individual prosperity of her farming population as fur- 
nishing the raw material of national well-being. Agricultural 
economics has been viewed as the culmination of a mighty effort 
on the part of agricultural science to put in the hands of the culti- 
vateurs of France the most complete intellectual equipment possible 
for the pursuit of their calling. We may well let Jouzier, who has 
written probably the best of the French texts, speak for himself and 
his colleagues. He points out that, after the agriculturist has had 
a thorough training in pure science and the sciences technologiques 


of his craft— 

He is then able to practice the art of agriculture, which involves simple 
transformations of material by the process of cultivation, but not the industry 
of agriculture, which involves, at the same time and to a greater extent, the 
realization of an increase of wealth. And he needs, moreover, in order to 
enable him to accomplish this double purpose, to appeal to social science, which 
teaches him to understand man so far as he is a social being, the needs and 
desires which govern him, the higher laws which he obeys in the social relation- 
ships which he forms with his fellowmen; he ought lastly to have recourse 
to rural economics in order to learn, as we have said before, to co-ordinate the 
action of all his industrial resources, to the end of making the greatest profit 
possible But if, according to our point of view, rural economics remains 
the science of the internal organization of the agricultural enterprise, we shall 
not commit the mistake of confining it within too narrow limitations and 
excluding from its province all that concerns the relationships of the enterprise 
with the outside world It is, so to speak, the agricultural science of 
sciences, not because it claims a quality of superiority, but because it draws 
upon them all and sums them all up, to speak the last word of technological 
science, profit." 


Here in the United States, anything approaching systematic 
study of the economics of agriculture was deferred until a very 
recent day. The extraordinary circumstances of the free-land 
period tended both to direct men’s minds away from purely 


*E. Jouzier, Economie rurale, pp. 14-16. By way of formal definition, he says 
(after giving the Greek etymological meaning of the word “economics’’): “L’adjonc- 
tion du qualificatif rurale délimite simplement le domaine pour lequel il doit étre 
entendu. Au lieu de dire Ja maison, nous devons dire la maison rurale. Et comme 
la maison rurale, c’est la ferme, ou, d’une maniére plus precise, l’entreprise agricole, 
nous dirons que /’économie rurale est la branche de la science agricole qui enseigne ‘la 
maniére de régler les rapports des divers éléments composant les ressources du cultivateur 
soit entre eux, soit vis-d-vis des personnes,’ pour assurer la plus grande prospérité de, 
Pentreprise.”’ 
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economic theorizing, and to mislead them when they did attempt to 
pass strictly economic judgments upon what was taking place in 
our agriculture. The outstanding facts about our farm situation 
were those of national enlargement, the growth of a home market 
for manufactured products, eternal speculation in land, and the 
providing of an attractive alternative of free enterprise on the farm 
for all who had accepted wage or salaried positions in trade or 
industry. Psychic satisfaction, speculative gain, the need of pro- 
tecting an investment in land, or the inability to get away from 
a sorry venture in farming—these with immigrant wage and living 
standards and blindness to the facts of impairment of fertility, con- 
spired together so to obscure the issues as to actual costs of pro- 
duction and return to labor and capital that the whole situation 
touching the supply of agricultural products was thrown into con- 
fusion. Men acted as though they conceived themselves to be 
living under an economic moratorium, and the probability of an 
ultimate day of settlement was calmly disregarded. But the naive 
assertion that “rainfall follows the plow” met tragic refutation in 
the years that followed 1883, and the widespread collapse of farm 
prices in the eighties and early nineties brought a strong revulsion 
from the craze of agricultural adventure. 

Of the physicians who undertook to minister to the farmer’s 
ailments, two schools may be distinguished. The homeopaths, who 
believed that like cures like, attacked the ill of over-production by 
seeking to remove every obstacle that stood in the way of maximum 
yields of grains, of animal products, or of textiles. Such were 
the efforts of the numerous departments of agriculture, agricultural 
colleges, and experiment stations, which were being established one 
after another in the latter half of the nineteenth century. The 
allopaths, on the other hand, put their faith in stronger draughts of 
remedial legislation, such as cheap money (whether silver or green- 
back), the curbing of the railroads, tariff legislation, the lightening 
of taxation, and the curtailment of banks’ and mortgage holders’ 
powers. 

It might be hazarded that the greatest immediate benefit to the 
patient came from the old-fashioned process of “‘bleeding,”’ whereby 
a considerable volume of country population was drained away to 
the cities during the years of agricultural depression. But, however 
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that may be, agricultural economics has emerged as an eclectic 
movement superseding the two earlier schools. Since agriculture 
aims, not at bigger corn and fatter hogs as such, but at larger 
financial net returns, and since even political measures of reform 
must depend for their effectiveness and permanence upon their 
economic soundness, the hope of both the farmer and his friends 
has come to be placed more and more upon a broader and deeper 
understanding of the price relationships involved in the carrying 
on of our commercialized business of farming. 

As already indicated, our professional economists have taken 
comparatively little part in the formulation of an agricultural 
economics. Whether because they were not sufficiently familiar 
with the data of scientific agriculture, or because they were too 
much engrossed in the study of the many pressing problems of our 
bewilderingly expanding industrial life, they have as yet sent 
but few adequately trained workers into the rural field. The 
task was accordingly undertaken by those already engaged in the 
work of instructing and helping the farmer. The need for eco- 
nomic readjustment came most pressingly to the attention of the 
men who had been commissioned first to work out a better technique 
of farming. Foremost among them were the administrative 
officers of our agricultural colleges and bureaus of agriculture, both 
state and national. These men did their splendid best to meet the 
new demand. But it can hardly be denied that much of the dis- 
cussion which resulted has been of a decidedly inadequate sort. 
This is but the inevitable consequence of the fact that the workers 
were trained as horticulturists, soil chemists, or veterinarians, 
rather than as economists. Their lack of specialized training 
caused the treatment of the subject to be fragmentary and super- 
ficial—prescribing salve for out-breaking sores, rather than tracing 
back the chain of their causation to some constitutional or organic 
derangement. Strangely enough, in the very quarters where the 
scientific method had been enthroned by chemist, entomologist, 
thremmatologist, agrostologist, and all the numerous brotherhood 
of scientific agriculture, it was empirical methods that were resorted 
to in the attack upon the economic problems of agriculture. Rural 
credits have been discussed as though the cost of capital accumula- 
tion or the productivity of capital outlays had no bearing on the 
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question; farm prices in terms of “the parasitic middleman”; 
and the whole question of utilization and conservation of natural 
resources under the blanket of the “inherent rights of the farmer.’ 
Co-operation is urged as a panacea for all rural ills, not as merely 
one particular form of economic organization, whose effectiveness 
in operation is determined and limited by the appropriateness of 
that special type to the given situation. 

Schools that give evidence of the highest ideals so far as their 
technical courses in agriculture are concerned, who would regard 
it as fairly impious to offer courses in agronomy, animal husbandry, 
or horticulture without demanding a thorough grounding in 
chemistry, biology, and physics, appear to think that nothing but 
common-sense is prerequisite to a mastery of the most complex of 
the economic problems with which our agricultural industry finds 
itself confronted. Many such institutions, even some agricultural 
colleges in important farming states, offer no comprehensive survey 
of the field of agricultural economics but, instead, one or two 
separate subjects (co-operation, marketing, and rural credits are the 
favorites), which must in the nature of the case be mere descrip- 
tive treatments, since the students have had no previous training 
in general economic principles. Often the instructor himself has 
little more. 

We are all aware, however, that the last few years have witnessed 
a considerable change, and that the subject has been greatly ad- 
vanced. Young men who were intimately interested in, and 
familiar with, agricultural conditions (and who thus avoid the 
disability under which the older economists labored) have been 
carefully training themselves in economics (thus escaping the limita- 
tions of the older agriculturists) with the definite purpose of making 
a professional career in the field of agricultural economics. The 
question then obtrudes itself: what conception does this emerging 
group of specialists entertain concerning the subject which they 
are in process of elaborating? Here we find, as previously sug- 
gested, a striking kinship with the French économie rurale. The 
goal set up is productive efficiency, and agricultural economics 
aspires merely to extend the farmer’s technique to cover and con- 

* See Report of the Country Life Commission, pp. 29-41. 
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trol value returns as well as mere physical units of product. Most of 
our agricultural economics has been developed in connection with 
our colleges of agriculture and, without disparaging its very great 
value and service, it may be suggested that current conceptions 
of the subject still remain somewhat under the shadow of this 
agricultural college origin. That is, the system of independent 
and individually organized farm operation which has grown up in 
the United States during the cheap and free land era, is taken as 
the datum plane above which is to be erected a structure of pros- 
perity and economic efficiency. It may be an entirely valid 
conclusion of sociology or political science that we need to maintain 
an independent land-owning class of farm proprietors. But it is 
obvious that the economic theory of agriculture built upon sucha 
premise is likely to be quite different from one constructed by 
economists untrammeled by preconceptions other than those laws 
(such as diminishing returns or the broader principle of combining 
proportions) which are the foundations of their own science. 

There has been another group of thinkers, to be sure, growing 
up outside the professionally agricultural interests in recent years, 
as the failures or distresses of farm life and industry have crowded 
themselves upon general public attention. Migration to the city, 
decline of our agricultural surplus, and the rising cost of living 
have caused merchants, bankers, educators, politicians, and even 
the private consumer to feel a sudden access of interest in questions 
touching the economic organization of our agriculture. They have 
not been concerned primarily about the prosperity of the individual 
farmer nor pledged to maintain the existing order, but they have 
been decidedly solicitous about the efficient working of the system 
as a whole, to the end that there may be cheap and abundant ma- 
terials for trade and manufactures and a lower cost of living. 

Now many of these persons have taken the position that the 
efficiency and success of agriculture as a whole are to be obtained 
only by giving to the farmer-as-we-find-him a better training for 
his task and by making this training include business as well as 
scientific aspects of farming. Professor Carver writes a book to 
“emphasize the public and social aspects of the problem,’* and 

* Principles of Rural Economics, p. v. 
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Mr. Roosevelt launches a Country Life Commission for “better 
farming, better business, and better living.” But these efforts to 
make more stable the economic foundations of the existing politico- 
social system, as they work downward from the security of the 
yeoman class to the prosperity of the individual farmer meet the 
rural leaders who are striving upward from personal success to 
group solidarity, and both join hands in a practical program of 
rural betterment.’ 

It is evident, however, that this second movement is by no 
means the American counterpart of the Agrarpolitik of Germany. 
To be sure, it regards the country as the natural breeding ground of 
the nation, and the country family as the bulwark of our social and 
political system. But it does not propose that the whole course 
of agricultural production should be stimulated or retarded or, 
in general, artificially directed by means of tariffs, bounties, special 
transportation rates and labor arrangements, toward the goal of 
national self-sufficiency in time of war. It is concerned rather 
with the maintenance of “‘economic independence,” the most 
productive use of natural resources, and a proper balance between 
extractive, commercial, and manufacturing industry. But a 
close scrutiny of this recently awakened concern in farming as a 
business will serve to reveal possibilities of a new economics of 
agriculture which shall be more independent, more searching, and 
more thoroughly economic in character than any we have known in 
the past. 

In the wild turmoil of exploitation, agricultural issues were 
confused; in the subsequent swing of interest toward trade and 
manufactures they were to a large extent neglected. But the 
present lively interest in agriculture promises a better balancing 
of our various industries and the thorough, patient disentangling of 

* This in turn shades off into rural sociology (whatever that is). And, as in the 
case of social economics in general, it runs ambitiously toward ethical criticism and 
evaluation. This is noticeably true with regard to current discussions of the market 
distribution of agricultural products. ‘‘The field of distribution presents problems 
which raise in very grave ways the simple (sic) issue of justice. That under existing 
conditions in many instances the farmer does not get what he should for his product; 
that the consumer is required to pay an unfair price; and that unnecessary burdens 
are imposed under the existing system of distribution, there can be no question.” — 
Secretary Houston, in Yearbook of the Department of Agriculture, 1913, p. 26. 
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the economic issues concerned with agriculture. What we have 
learned in the more highly (and perchance less personally) organ- 
ized departments of industrial life will give us at least hypotheses 
and suggest ways of going about the analysis of the problem of 
agriculture. Entrepreneurship, for instance, has come to be viewed 
as a distinct factor in economic enterprise, with a definite and 
recognized position of reward and service. What shall we say 
of entrepreneurship in agriculture? Evidently there is oppor- 
tunity and need for the economist to analyze and expound this 
phase of agricultural organization. One suspects that he might 
reveal significant wastes of managerial ability in a system where 
the great majority are limited to small, privately organized farms, 
and a crippling lack of such ability where nearly every farm 
worker must organize and conduct his own industrial unit. Much 
the same may be said for capital and labor. When the alert 
business man finds that there are opportunities to make capital 
earn larger returns in agriculture under his own direction than by 
loaning it to farmers, or greater chances of reward to entrepreneur- 
ship in farming than in commercial operations, then we may be 
sure that the existing organization is going to meet competition of 
a new order. Whether the economist shrewdly traces out these 
influences and tendencies a day before they become working 
realities, or whether he be simply an up-to-date and intelligent 
interpreter of what is going on about him, his services in this direc- 
tion are much needed if we are to act intelligently toward the future 
of our husbandry. 

Agricultural economics should teach us to think through the 
utopia of co-operation or the bogey of corporation farming to the 
fundamental issues of effective economic organization of human 
effort and natural resources, which underlie them. Beneath the 
superficial problems such as how best to distribute a carload of 
peaches, to procure a blooded breeding animal, or to effect the 
underdrainage of a particular field are to be discerned certain 
larger, more general principles whose operation determines what is 
the most efficient way of equipping labor with capital-goods and 
captaining it with entrepreneurship for the production of agricul- 
tural‘commodities. That is the ultimate problem of agricultural 
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economics, and, whether social welfare or private gain be taken 
as the point of departure, the real battle must be fought upon this 
ground. 


To set forth explicitly the goal and purpose of our work is in 
large measure to clear up our ideas as to the proper scope and man- 
ner of treatment of the subject itself. The essential reason we 
have for teaching economics at all is that the student may learn 
to “think economics,” to trace the cause-and-result sequence 
as touching the phenomena of wealth, whether the specific problem 
in which these phenomena have their setting be one which in- 
volves his immediate interest in private income and property, or 
the larger interest which as a citizen or member of some other 
social group he is bound to have some part in shaping. By the 
same token, our purpose in elaborating an economics of agriculture 
is to train the agriculturist in the business principles which govern 
the commercial success or failure of his enterprise, but not less to 
enable him and likewise those others who are not engaged in agri- 
culture, to perceive the economic results which will flow from one 
sort of agricultural organization or another, from one sort or another 
of consumption of our resources of land, labor, and capital. 

For the college of agriculture there should be, by way of founda- 
tion, a general elementary course covering the fundamental prin- 
ciples of economic theory. The elementary course in economics 
as presented in most American colleges and universities today has 
been pretty well standardized: this same general subject matter is 
well suited, by merely substituting the facts of agriculture to point 
the morals and adorn the tale, to furnish the content of the basal 
year in agricultural economics, leaving to subsequent courses the 
more detailed treatment of special phases of the subject. An 
examination of textbooks and college announcements seems to 
indicate that at present most courses begin with a rather detailed 
study of production (now often including marketing) and, except 
for the many who stop with that, leap over to a fragmentary dis- 
cussion of distribution as touching the farmer’s profits. But 
this is no adequate preparation for meeting the more intricate 
problems facing modern agriculture. The student, besides examin- 
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ing the economic factors in technical productive efficiency, needs 
to understand the laws of value and the process by which physical 
units of product are fitted to psychic units of want through the 
agency of an exchange mechanism; he needs to consider not only 
how this aggregate lump of values is broken up into private incomes, 
but how the use of this wealth in private hands reacts upon the 
further operation of the system. Even when for practical reasons 
the course in agricultural economics must be much compacted, it 
should be reduced to a stout framework of fundamental principles 
instead of bloating into a flabby mass of descriptive generalities. 
The sea of print inundates the country as well as the city today, 
and the young man who goes out from the agricultural college 
will have presented to him more than enough plans and projects 
and suggestions concerning the conduct of his business. Our 
best service is in training him so that he will think clearly and choose 
wisely, to enable him to distinguish between alluring promise and 
innate possibility of performance. 

But such labors with and for the student who expects to take 
his place in the agricultural class is not all. The status of our 
agriculture is not exclusively the concern of country people, but is 
an issue of the highest public moment. As such it should command 
a broad and deep attention. We have long since perceived the 
value of presenting courses dealing with labor unions, trusts, and 
railways to young men who do not anticipate ever joining a union 
or employing others who have, who will certainly never be directors 
in even a small corporation, and who may never even so much as 
own a share of industrial stock or a railroad bond. It is clearly 
a matter of much importance that the college-trained men of 
the oncoming generation shall be prepared to act intelligently, 
whether as business men or as citizens, with reference to these 
great economic institutions. But surely the importance of agri- 
culture in our whole industrial system is great enough to justify 
in no less measure the inclusion of at least one solid course in 
agricultural economics in the curriculum of every great university 
even though it have no professional school of agriculture. Harvard 


University is, I believe, the lonely pioneer. 
E. G. Nourse 


UNIVERSITY OF ARKANSAS 





THE WESTINGHOUSE ELECTRIC AND MANUFACTUR- 
ING COMPANY, THE GENERAL ELECTRIC 
COMPANY, AND THE PANIC OF 1907. II 


The preceding portion of this discussion compared the West- 
inghouse and General Electric companies at the beginning of their 
fiscal year 1904-5—right at the opening of the year of expansion 
culminating in the panic of 1907. In this part of the work it was 
shown that the two concerns were fundamentally similar, so that 
any subsequent difference in their history would most probably 
result from differences in policy and not from differences in the 
conditions on which such policies were founded. Further, certain 
divergences in the condition of the two concerns were set forth, 
and were related to points at which the policies of the two con- 
cerns varied. Some estimate as to the safety of these policies, 
finally, was made, this opinion being based partly on the differing 
conditions to which the policies already had led, and partly upon 
the unfavorable business conditions which it might be expected 
would follow and which, as a matter of fact, did follow. This 
second section will consider, first of all, what the course of business 
conditions was during the period 1904-7, and secondly, the way 
in which the two concerns, holding to the differing policies already 
described, met the conditions and as result finished the period in 
totally different situations. 

The panic of 1907 and the years preceding have been too well 
discussed elsewhere to need any attempt at complete description 
here. Only in so far as there were special features related to the 
electrical supply business does the period need discussion at all. 
It may conveniently be divided into four parts. The first extended 
from 1904 up to the spring of 1907; the second continued until the 
middle of the summer of 1907; the third ended with the crisis 
proper, in the latter part of October; and the fourth, the long 
months of dull business following, extended well into 1908. With 
this last, the present study is not concerned, for, with the West- 
inghouse company in the hands of a receiver, as it was at the 
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end of the crisis proper, there could be no further basis for a com- 
parative study." The first period was one of unprecedented 
growth for the electrical industry in general, and for the two com- 
panies in particular.* Thus the opening months of the fiscal year 
1907-8 saw both concerns carrying the largest volume of business 
in their histories With the second period, however, trouble 
commenced. Since the latter part of 1906, money had been 
increasingly scarce, and interest rates had been climbing. In 
March, 1907, the sudden break on the New York Stock Exchange 
began the depression in earnest.‘ The electrical business was 
apparently still going forward under the impetus of the excessive 
advance of the preceding months, and did not suffer in any specific 
way. Nevertheless, in common with most other large corporate 
industries, it felt two untoward effects of the depression: its stocks 
declined in value, along with the rest of the list; and it had to seek 
funds in a money market that was in a frame of mind far from 
favorable. The third period saw matters going from bad to worse. 
A summer of apathetic dulness was followed by a spasm of activity 
in certain of the copper shares on the New York Exchange. The 
sudden collapse of this movement, the consequent failure of the 
Knickerbocker Trust Company, and the accompanying slump of 
shares on the New York Stock Exchange brought the crisis to a 
head. For a large part of this time, the two corporations under 
consideration did not vary much from any of the dozens of other 


* The reorganization itself has been admirably treated by Dewing, Corporate 
Promotions and Reorganizations, and the history of the reorganized company is the 
history of another Westinghouse company—a company from whose management 
Mr. Westinghouse himself was shut out, and a company committed in a very large 
measure to policies of the same sort as those by means of which the General Electric 
Company had so successfully weathered the panic. 

2 Thirteenth United States Census, XX, 281; also annual reports of two companies. 
When it is remembered that the decade 1899-1909 included a depression at either 
end, it becomes clear that the expansion during the three years of prosperity in which 
the greater part of the decade’s increase came must have been enormous. 


3 Chicago Economist, XXXVII, 714; General Electric Annual Report, January 
31, 1907. 

‘Current financial periodicals have been used as authorities throughout this 
portion of the work; also Henry Clews’s Fifty Years in Wall Street, and A. D. Noyes’s 
Forty Years of American Finance. 
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large industrials attempting to ride out the storm. Business fell 
off steadily and collections grew constantly poorer.‘ Loan rates 
were still advancing, and the securities of both corporations were 
falling to lower and lower levels.2/ Then, in the midst of the 
October break, both corporations became suddenly conspicuous. 
The Westinghouse company filed a voluntary bankruptcy petition. 
Immediately the General Electric Company’s strength was doubted 
by some, since both concerns had been considered equally sound, 
but the showing of the latter concern was seen to be so good that 
the uncertainty relative to it speedily disappeared. 

It remains now to show what course of action each corporation 
adopted in meeting the conditions thus sketched, and how it was 
that at the time of greatest stress, the Westinghouse company 
suffered one of the most memorable receiverships of the year, while 
the General Electric was declared by the Commercial and Financial 
Chronicle to be “in the strongest financial position it has been in 
for years.’* Both corporations consistently carried out the 
policies which have been seen to have existed in 1904. Hence, 
just as the differences in the condition of the companies at that 
time were ascribed to these differences in policy, so, it seems, the 
still wider differences in the midst of the panic should also be laid 
at the door of these same differing policies. These financial 
operations can most conveniently be considered separately for 
each corporation, and can be divided into periods correspond- 
ing roughly to those chosen for the general financial history of 
the period. 

The General Electric financiering need be considered only 
briefly, for it presented little that was new. During the period of 


* Both began laying off men in August. Bradséreet’s reports decline of business 
and poor collections in its early October numbers. 

2 In August, the General Electric stock was down to 120, and the Westinghouse 
to 130. The fact that the General Electric stock was more widely held and more 
actively traded in on the New York exchange probably accounts for its unfavorable 
comparison with the other. 

3On October 23, on the petition of H. H. Westinghouse, Mr. Westinghouse’s 
brother, and the Atha Steel Casting Company. 


4LXXXV, 1084. 
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expansion its ample margin of assets over liabilities was not only 
maintained, but was even increased. 


1904 1907 
Total assets $55,038,059 $86,245,289 
Total liabilities 49,171,104 71,134,493 





Excess assets over lia- 

bilities $ 6,767,855 $15,110,796 
Percentage excess (ap- 

proximate) 12.1 17.8 


New capital, which the expansion of business made imperatively 
necessary, was provided almost altogether by the issue of stock 
and scarcely at all by the incurring of debt. There were successive 
issues, totaling well over ten million dollars. The only debt 
undertaken during the same period, on the other hand, amounted 
to less than a million." The former method of treating the income 
account was continued. Indeed, the corporation was not satisfied 
with the proportion of depreciation previously maintained, but 
taxed itself even more severely. In the first year of the period, 
the entire patents and franchise account was written down to the 
nominal value of one dollar. Dividend payments were kept rela- 
tively low in rate, and relatively high in bulk; interest payments 
not only remained comparatively small, but decreased both 
absolutely and relatively. 
Percent’ ‘Per Cent 

Gross sales 100.0 

Depreciations and deductions ‘ 9.8 

Dividends 7.2 

Interest ; 22 

Interest and dividends............ 7.32 

Surplus for year ‘ £.2 


So through the period of expansion the corporation met all the 
demands for new capital, and was, at the end, in a stronger position 
than when it had started. 


* $10,484,850 stock and $666,607 debt. The latter was on indorsement of cus- 
tomers’ paper. Working capital declined slightly in its ratio to quick and current 
liabilities, chiefly, it seems, because increased business volume necessitated the carrying 
of heavier monthly balances. 
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During the next period, that is, the beginning of the. panic 
proper, the corporation was practically inactive, so far as financing 
was concerned. It raised some money by the sale of stock, but 
this issue had been authorized the year before and was really a 
part of the operations of the period preceding.’ In the third 
period, however, the company undertook once more to obtain 
funds, this time in considerable quantity. The custom of the 
corporation was, moreover, abandoned for the time being, and the 
securities—something over twelve million dollars in amount— 
were put in the form of convertible bonds. This may appear to 
be a change of policy, but seems rather to have marked simply 
another phase of the one existing. The country was by this time 
well within the grip of the depression; stock prices were low; 
pessimism prevailed; and new stock issues would be distinctly 
inadvisable. Bonds were more attractive to the investor, and 
more practicable, accordingly, for the purposes of the corporation. 
It was the logical emergency method of financial relief, for which 
the corporation had prepared by leaving its borrowing power 
relatively free until the emergency was indubitably present. It 
should be noted, moreover, that the bonds were convertible. In 
happier times, they could be exchanged for stock, and the company 
could be restored to its share-capitalization basis. 

During the storm period of the October days, the corporation 
did the best thing it could have done: it did not attempt any 
financing at all, but got along with what it had—and got along 
excellently well. It had to borrow not a cent on short-time loans.’ 

So the panic of 1907 made no appreciable effect upon the 
General Electric Company. That concern had made a strong 
position stronger during the good years of 1904-7, by continuing 
in the ways it had been treading at the beginning of the period. 
And, when it fell upon evil times, it supplied its needs in part by 
borrowing funds, the quick obtaining of which its previous prac- 


$1,584,600 announced in a circular to stockholders, December 10, 1906. 
2 Ten-year convertible gold debenture 5’s, $12,872,750. 


3 “The statement is confirmed that the company has not a note outstanding and 
has no current obligations other than monthly bills.”—Commercial and Financial 
Chronicle, LXXXV, 160. 
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tices had insured, and, in part, by merely living off the fat of its 
accumulated resources. 

Strikingly different is the way in which the Westinghouse com- 
pany sought to meet its needs.* Throughout the three fat years, 
it continued the confident sort of financing it had been carrying on 
in 1904. The excess of assets over liabilities, which had been 
relatively small, continued to grow smaller, absolutely and rela- 
tively. 

1904 1907 
Total assets $48,432,188 $72,270,854 
Total liabilities........ 37,400,083 61,522,691 





Excess assets over lia- 
Deies.............. QEtege,ses $10,748,163 
Percentage excess (ap- 
proximate) 22.7 14.9 
Though it was slightly increased,? working capital remained 
relatively small. Furthermore, the company persisted in padding 
its assets with securities of untried subsidiaries, speculatively 
valued, and in considering such concerns legitimate objects of 
investment outlay. It kept on gaining the greater part of the 
money that expansion demanded from loans, rather than from 
stock issues; and it also kept up the dividend rate on its stock, 
so that what shares it did issue would go at a premium. This last 
device of utilizing its high dividend rate as a selling point in dis- 
posing of securities was developed so that such a rate became 
practically a fixed charge. 

All these points are so closely interrelated that they can most 
conveniently be discussed together. The company undertook to 
raise money from four different sources: a comparatively smal] 
amount of new stock, a block of collateral notes, a bond issue, and 
an increased lot of short-term loans. The stock sale is not sig- 
nificant. It was only a little over two million dollars, and belonged 
to an issue authorized in the period prior to the one here being 

* Since both the periods of the panic itself came within the limits of a single fiscal 
year, and since the figures on margin of safety, depreciation, etc., are obtainable only 
from the annual reports covering the fiscal year, no statements on these points can 
be made. 

? From 51.5 per cent of total quick and current assets to 58.7 per cent. 
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treated. The bond issue and the accumulation of short-time 
obligations belong together. The bond issue amounted to fifteen 
millions, and made rather detailed provision for the funding of the 
rapidly growing floating debt. The trouble was that the floating 
debt kept climbing too high to be overtaken by the bond issue. 
This must necessarily have been the case. Borrowing, as it had 
to, a large part of the funds for carrying on its manufacturing proc- 
esses, on commercial paper and the like, the company was forced 
continually to pile up this floating debt as its business increased. 
So it was, that in 1907, even after the bonds had been issued and 
a funding of the debt attempted, the floating debt was over twelve 
million dollars, against nine million in 1904." 

It was, however, in the collateral note issue that the most 
striking features appeared. This loan amounted to four million 
dollars. It carried 5 per cent interest, and was due in the summer 
of 1907. Itsold at 99} to 993. Its purpose is decidedly interesting. 
The funds obtained were largely to reimburse the corporation for 
the purchase from the Security Investment Company—its own 
finance subsidiary—of the Lackawanna & Wyoming Valley Rapid 
Transit Company. The road had been built by the Westinghouse 
interests, partly, it seems, “to demonstrate the possibilities of 
high-speed electric traction.”” It was twenty-two miles in length, 
and had cost about seven million dollars to construct. It was, how- 
ever, capitalized at more than twenty million dollars, over ten million 
of which was in bonds. The road never had been able to keep up 
the interest on its bonds, let alone to pay anything on its stock.” 
The road was declared by Mr. Westinghouse to be “a vehicle of 
advantageously promoting the advertisement and sale of your 
manufactures.”’ Here is perhaps the clearest case of the way the 
confusion of economic functions within Mr. Westinghouse’s own 
personality reacted upon the corporation at whose head he was. 
With all the zealous enthusiasm of the promoter and inventor, he 
had built an unprofitable electric line valuable chiefly for “pro- 


¥ $9,378,033 and $12,398,439. The increase is almost exactly 13.3 per cent. 

* Various sources used, chiefly the report of Haskins and Sells to the receivers, 
financial and electrical manuals, and statement of Mr. Westinghouse, in Commercial 
and Financial Chronicle, LX XIX, 511. 
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moting the advertising and sale”’ of his products; he had grievously 
overcapitalized it; then he had sold it to his own Westinghouse 
Electric Company; and, finally, he had burdened the credit of 
that corporation by negotiating an outside loan in order to recoup 
the company for the venture. Nor was this all. The nature of 
the collateral and the terms at which it was hypothecated were 
even more startling. This security consisted of three lots. The 
first two were four million dollars in the bonds of the railway con- 
cerned and the debentures of the British Westinghouse Electric 
and Manufacturing Compariy. 

The third was the assenting stock of the Westinghouse com- 
pany itself. And it was stipulated that this last lot should, 
together with the British securities, be maintained at an “aggre- 
gate market value—at all times at least $2,000,000.” There was 
only one way to maintain this market value with any degree of 
assurance, so far as the Westinghouse stock was concerned, and 
that was by maintaining the dividend rate at the high point to 
which it had been advanced. Here the vicious circles outlined in 
respect to the policies obtaining in 1904 become fused into one, 
and one which aided ultimately in dragging the corporation down 
into insolvency. In order to maintain high dividends, the cor- 
poration had elected to borrow a large part of its funds, and also 
to put much of its current resources into speculative foreign and 
domestic enterprises. Increase in business and the sinking of a 
large sum in one such enterprise forced the concern to borrow 
heavily at this period. In order to swing the loan, it had to bolster 
up the doubtful collateral offered by its own capital stock; and, 
to keep this stock available as collateral, it had virtually to guar- 
antee the continuation of this same high dividend rate. In other 
words, the high dividend rate had become practically a fixed charge 
in connection with the debt incurred partly to make this same 
dividend rate possible. Other factors, of course, there were in the 
case of this particular loan, such as the optimism and blurring of 
functions just described; but this one practice of hypothecating 
the concern’s own capital stock was later to become so closely 
bound up with the fortunes of the corporation, that it has seemed 
proper to stress it at the point of its first appearance. 
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It was said that the proceeds of this collateral loan were largely 
for reimbursing the purchase of the electric line. A further object- 
ive of expenditure was ‘extension of the company’s business 
abroad.” It is enough to say that further money was advanced 
to existing projects and that new ones were formed, while the notes 
and securities representing these advances of support were assidu- 
ously written into the assets side of the Westinghouse company’s 
statement. One of the enterprises proved to be a total loss; 
two others reduced their capitalization very materially before the 
year was out.” In this first most unfortunate of the projects, the 
company sank over three million dollars. These facts may give 
a sufficient idea as to the safety of the corporation’s policy with 
regard to its foreign companies. 

The treatment of income during the approach to the panic is 
the last point to be considered. It was a logical carrying out of 
what was seen to be taking place in 1904. Depreciation charges 
remained low; interest and dividend charges mounted even higher 
than they had in the former period. In fact, the increasing amount 
of floating debt and the rising rate of interest on it were probably 
the chief factors in pulling the surplus down almost to the point 
of extinction. 

1903-4 1906-7 
Per Cent Per Cent 
Gross sales 100.0 
Depreciations and deductions : 2.0 
Dividends ; 7.5 
Interest—estimated for 1904-5... . : 4.8 
Interest and dividends 12.3 
Surplus for year ; 2.0 


During the three years leading up to the panic of 1907, the 
Westinghouse company had, then, met its immediate needs in- 
deed; it had financed all its projects, and it had found sufficient 
floating capital to keep pace with the expansion in its business. 
It had not, however, provided at all, as had its competitor, for 

* The Société Electrique Westinghouse de Russie of St. Petersburg (Petrograd). 
The writing down is reported in the Annual Report for 1910-11. 

2 The British Westinghouse Electric and Manufacturing Company lopped £1,375,- 
ooo off in January, 1907, and the Société Anonyme Westinghouse cut in half its out- 
standing capital, shortly after. 
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the eventualities which the panic, already lowering upon the finan- 
cial horizon, might bring. To what extremes it was put when 
cessation of prosperity actually set in may be seen from a record 
of the corporation’s further transactions. 

Three notable steps were taken during the second portion of 
the period, that is, from the spring to the mid-summer of 1907. 
In the first place, the corporation attempted to sell some five 
million dollars’ worth of new stock, at a premium of 50 points. 
The former premium having been 60, the reduction probably was 
a concession to the less optimistic temper of the security-buying 
public. The attempt was definitely unsuccessful," and the cause 
of its failure is not far to seek. By March, Westinghouse stock 
was quoted on the New York Exchange at 136}, 13} points below 
the subscription price of the stock. The ill-fated attempt is inter- 
esting, for it is almost the reverse of the General Electric Com- 
pany’s experience. The Westinghouse company had borrowed 
on every sort of security at times when it could easily have sold 
stock, until now, with a large bond issue just sold, and four million 
dollars in collateral notes falling due in midsummer, it could 
scarcely attempt any more of either. Sale of stock was the only 
resource left to provide the funds required, and the market condi- 
tions were poor, so poor that even this device failed. The corpora- 
tion was paying dearly for its previous refusal to content itself with 
lower dividends and to maintain a reserve of borrowing power 
against such a situation as now confronted it. The General 
Electric Company had foregone such profits and had maintained 
such a source of reserve credit, with the result that it could, when 
stock issues were inadvisable, easily substitute a bond issue and 
get the funds wanted. 

This Westinghouse issue might have been at least partly suc- 
cessful if it had not been offered at such an exorbitant premium. 
Yet the Westinghouse company could ill afford to do anything 
else, for, as will be remembered, its stock was hypothecated on one 

* Only 33,066 shares out of the 100,000 offered were sold, at the time of the 
Annual Report, March 31, 1907, and Dewing states that only “Mr. Westinghouse and 


one or two other large stockholders” took shares (Corporate Promotions and Reorgan- 
izations, p. 182). 
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of its own loans, and the lowering of the price of its new stock 
would have lowered correspondingly the price of this other stock, 
and would accordingly have invalidated its own collateral. The 
cumulative effect of the various policies previously described 
begins now to make itself apparent. The Westinghouse company 
was almost helpless. Its further financial transactions followed 
out former policies, it is true, but by this time there were no other 
policies which it could very well adopt. It had to keep on main- 
taining itself by the same means it had chosen during the time 
when it had free choice, or not maintain itself at all. These 
methods, which had been largely responsible for bringing the con- 
cern into the straits where it now was, could not now be expected 
very soon to bring it out of them. Nor did they. So it is that the 
other two financial operations attempted by the Westinghouse 
company during this opening period of the panic gave little more 
relief than the first. The one was the refunding of the collateral 
note loan discussed at some length above." It is worth remarking 
that the interest rate was 6 per cent, 1 per cent above that at which 
the original loan had been negotiated, and that the discount was 
973, two points below the price of the original. This means that 
the loan was not refunded in its entirety, but that the company 
received less cash and had to pay more interest for a loan of the 
same nominal amount. But the most important feature relates 
to the collateral. It now contained three million dollars in the 
stock of the British Westinghouse Company and of the Westing- 
house Electric Company proper against two million for the original 
loan. Since the British Company had already cut its stock, the 
increase most probably came from the parent corporation. That 
is to say, the pound of flesh which the Westinghouse company had 
originally to pledge for the loan had been retained and increased 
in the renewal of the loan. And all the dangerous features con- 
nected with the original hypothecating of its own securities were 
now repeated and made more serious by this larger hypothecation. 

There is another point connected with this note issue which 
cannot be passed over, because it indicates, once more, how the 
intricacies of management and interests characterizing the West- 


* Supra, pp. 388-90. 
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inghouse organization operated to undermine it. The Annual 
Report of March 31, 1907, stated that the Security Investment 
Company had purchased for $30.00 a share, 30,000 shares of the 
Lackawanna & Wyoming Valley Rapid Transit Company and that 
the proceeds of the sale would ‘“‘provide for all the costs in con- 
nection with the issue and sale” of the new note issue. The true 
inwardness of this statement involves inquiries too devious here 
to be reproduced. Some notion, however, of the real gain to the 
company from this sale may be derived from the statement that 
the stock had originally never paid a dividend; had been given 
as a bonus to the Westinghouse company when that concern 
bought the Lackawanna bonds from the Security Investment 
Company; was paid for by the Investment Company, not with 
cash but with its own note; and was used, finally, as security for 
the note representing its purchase price. That is, the Westing- 
house company wrote into its assets $90,000, represented by 
nothing more tangible than 30,000 shares of worthless stock, 
reposing in its vaults as collateral for their own purchase price.' 

The final source of funds called upon by the Westinghouse 
company at this time was the expansion of its short-time loans. 
These had amounted to something over ten million dollars at the 
opening of the fiscal year. The report to the receivers placed them 
at over thirteen millions at the time of the receivership.* This 
makes an increase approximately of 30 per cent in six months. 
Two factors should be noted with reference to this swelling of 
short-time obligations. First, the interest rate must have grown 
progessively greater; secondly, with income falling off as business 
decreased, the funds out of which to pay these increased interest 
charges must have grown continually smaller. In other words, 
the corporation was not merely pyramiding the liabilities against 
its current assets: it was also piling up, at a constantly increasing 
ratio, the charges against a rapidly diminishing income. And 

* The most of this has been drawn out of the report of Haskins and Sells to the 
receivers. The report enigmatically states, “We are unable to give any informa- 
tion as to the value of the notes of the Securities Investment Company or of the 
collateral referred to as security therefor.” 


7 $13,461,609. The $12,398,439 given above as of 1907 includes all quick and 
current liabilities, not merely short-term loans. 
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the company could not even help itself by appropriating dividend 
money for the einergency, since any lowering of dividends would 
reduce stock values, and knock the support out from under the 
collateral-notes loan. A breaking-point must soon be reached, 
unless the corporation encountered great good fortune. 

The breaking-point did come shortly. There was only one 
further important piece of financing before the crash came. This 
was put through at the end of the third period, that is, the one 
extending from midsummer up to the tensest moments of the 
depression. On October 1, 1907, the Westinghouse company 
secured something over two and a half million dollars on a ten- 
year loan, covered by a miscellaneous lot of collateral, and gen- 
erally called the “French loan.”* The only item worth mentioning 
in connection with this final effort at warding off disaster is the 
fact that on a large part of the collateral, the company still owed 
money.? That is, the “French loan’’ represented, in part at least, 
a double obligation. 

The end came three weeks later. Its immediate cause was 
stated by Mr. Westinghouse as “‘the sudden decline in the market 
value” of the stock of the Westinghouse Machine and Electric 
companies, which ‘‘made it impossible for us to margin our loans.” 
It is likely that, toward the last, Mr. Westinghouse had bor- 
rowed money on his personal holdings of Westinghouse stock, 
and advanced this to his companies. Hence the drop in security 
prices accompanying the dark days on Wall Street would so far 
reduce the value of the security on which the corporation probably, 
to a very large extent, was subsisting, as to invalidate the loans, 
and make the receivership follow. Nor must the large block of 
Westinghouse stock underlying the collateral-note loan be forgotten. 

It does not, however, seem justifiable to accept Mr. West- 
inghouse’s further statement that “‘necessity for the receivership 

* $2,702, 702. 

? The collateral included $322,000 in stock of the Canadian Company, and the 
report of Haskins and Sells to the receivers carries an item of $1,559,514 as due on 
subscriptions to the Canadian and French securities. 

3 Mr. Westinghouse’s statement spoke of “loans of the Security Investment 
Company and myself... . secured... . chiefly by the stocks of the Electric 
and Machine companies.” 
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is due solely to the acute financial stringency and consequent 
inability to renew our maturing paper.” It seems no more reason- 
able to assign the receivership “‘solely’’ to this, or to any other one 
cause, than it would be to credit the fall of a fortress to that par- 
ticular mortar, out of a dozen pommeling it, which happened to 
fire the shell striking at the time of its collapse. The fortress 
might not have succumbed if that particular shell had not struck 
it, and the Westinghouse company might not have become bank- 
rupt had not it met the unfortunate coincidence of a decline in its 
securities and the time for renewing its short-time loans. Yet, in 
each case, the disastrous effect of the final shock must be laid to the 
existing weakness due to a succession of previous blows. 

With this, the comparative study of the financial operations of 
the General Electric Company and of the Westinghouse Electric 
and Manufacturing Company, through the panic of 1907, comes 
naturally to a close. The various points which the discussion has 
sought to make have been discussed pretty thoroughly at the 
points in the narrative at which they have appeared. Hence 
only a brief recapitulation is necessary. On October 23, 1907, the 
Westinghouse company was in the bankruptcy court, while the 
General Electric Company was authoritatively declared to be “in 
the strongest financial position it has been in for years.” And 
yet the two concerns had been similar in so many respects relating 
to the condition under which their business was conducted that 
the news of the insolvency of the one caused many persons to appre- 
hend a like fate for the other. The sort of business they did; the 
way they set about to do it; and the general basis of capitalization 
and the margin of operating profits, with which they had to finance 
the doing of it, were much the same with one as with the other. 
Nevertheless, as far back as 1904—at the opening of the three 
years’ boom, of which the panic itself was largely a part—the two 
corporations were beginning to show differences in such portions 
of their financial structure as were predicated, not on matters of 
fundamental condition, but on matters of policy. The General 
Electric Company deliberately held its assets well above its lia- 
bilities, and was particularly solicitous about maintaining a large 
fund of working capital. It kept its borrowing power relatively 
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free, obtaining the greater part of its funds from the issue of stock, 
and remaining satisfied with the lower dividends which this less 
venturesome course forced upon it. Largely because of its insist- 
ence on keeping resources well clear of obligations, its income was 
heavily drained by depreciation discounts. Furthermore, its 
policy appertaining to the apportionment of its share and borrowed 
capital Kept its total dividend payment large, but its interest 
payments more than compensatingly small. Finally, it was man- 
aged by a set of skilled men, each specializing on some one depart- 
ment, balancing and offsetting each other; so that no one interest 
was allowed to control beyond the point where it ceased to operate 
for the good of the entire corporation. 

With the Westinghouse company the case was different. It 
kept its assets rather heavily laden with liabilities. It sought 
high dividends by keeping down its stock issues, and by supple- 
menting them with bond issues at comparatively low rates of 
interest.‘ This borrowing policy it maintained especially in con- 
nection with the funds for its immediate needs, diverting a large 
amount of the surplus cash which it might have used in manu- 
facture to investments of a sort not ordinarily considered suitable 
in the case of industrial companies, and also in loans to other 
Westinghouse concerns. This last characteristic of the Westing- 
house financing was, in turn, largely due to the nature of the West- 
inghouse management—not a co-ordination of several distinct 
units, as in the case of the General Electric Company, but the result 
of domination by one titanic personality, in which various indus- 
trial and financial functions came together and often overlapped. 
Finally, this concern paid relatively little of its income for deprecia- 
tion or dividends, but more than lost this advantage by the heavy 
interest charges on its debts, particularly its loans for working 
capital. And a regularly established device was the bolstering up 
of this income out of premiums from the sale of stock, a practice 
made possible by the high dividends, on which in turn the heavy 

The Westinghouse company explicitly expounded this policy in its Annual 
Report as of March 31, 1907: “It has been the policy of your directors and officers 
to sell new shares at the highest prices obtainable and to limit the issue of capital 
stock of the company to actual necessities, in order that substantial dividends may 
be paid, and large surplus earnings, applicable to your various requirements.” 
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charges, making such bolstering necessary, were at least partially 
predicated. 

With tke approach to the panic of 1907, and the advent of the 
panic proper, the two corporations continued these opposed lines 
of action. As business expanded, the General Electric Company 
continued to maintain its assets at a still higher margin of safety, 
to keep its total charges to interest and dividends at a still lower 
point, and to raise the funds demanded by growth, in still larger 
proportion than at the opening of the period. When the depression 
finally came, it suffered loss of business, depreciation of securities, 
and difficulty in securing funds; nevertheless the leaving free of 
its assets and borrowing power enabled it to secure such money as 
it actually needed by bond issue, while its generous allowance of 
unobligated resources, particularly of those readily convertible 
into cash, enabled it so far to be self-sufficient that it found this 
one loan ample. 

The Westinghouse company entered the panic more heavily 
burdened than it had been three years before, despite the fact 
that, like its competitor, it had encountered unprecedented pros- 
perity. It had allowed its obligations to creep up upon its none 
too large surplus of assets, and it had still further reduced its bor- 
rowing power by incurring extensive obligations both in bonds, 
notes, and short-term paper. In the process of borrowing, more- 
over, it had put up some of its own stock as security, virtually 
guaranteeing to maintain the high dividend rate then being paid. 
The combined tax imposed upon its income by the high dividends 
and the high interest had come, finally, to leave very little that 
could be carried forward to surplus, despite the fact that the con- 
cern still supplemented its manufacturing profits with premiums 
on the sale of new stock. Finally, the Westinghouse company 
used much of the cash obtained by its loans, and left free by its 
borrowing of working capital, further to involve itself in invest- 
ments of so hazardous a nature that most of them later returned 
only a portion, if any, of the money put into them. The panic 
intensified and revealed the weakness which had developed. 

With its borrowing power already almost exhausted, the com- 
pany tried to float new stock, but, because the price could not be 
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lowered without reducing the value of the stock already hypothe- 
cated upon the company’s own loan, the concern was unable to 
offer it at a figure compatible with the state of the stock market. 
Then it had been forced to renew the loan necessitated in the first 
instance by its speculative investments, and had to do it not merely 
at a higher interest and discount rate, but also at the price of 
putting up a still larger portion of its own stock as security. Mean- 
while, its small reserve of quick and current assets had proved 
insufficient to tide over the period of decreased earnings which the 
depression brought, and the company had to maintain itself by 
renewing and extending its short-time loans. Yet, in the face of 
increased cost for these loans, it found itself receiving decreased 
revenue with which to meet its interest payments. Nor could it 
get temporary relief by reducing dividends, for the recently en- 
larged portion of its own securities, held as collateral on the loans 
it had negotiated, precluded any such direct blow at the value of 
its securities. Toward the end of the period, a large part of its 
short-time loans were probably secured by its own stock—advanced 
in this case by Mr. Westinghouse. Although enabled, probably, 
to take up some of its inflated floating debt by a large loan which 
it was able somehow to carry through right on the eve of its down- 
fall, the corporation was nevertheless in such an unstable condition 
that any one of a number of unfavorable circumstances might 
have toppled it over. The particular one which accomplished the 
work was a sudden decline in the entire stock list, the Westinghouse 
shares going down with the rest, which made worthless the loans 
obtained on the security of these shares, and thus made it impossible 
to renew these loans, and thereby to keep the company in operation. 

A dogmatic derivation of general principles from this particular 
case is dangerous. For one thing, there is the special circum- 
stance which makes the story of the Westinghouse company largely 
peculiar, that is, the influence exerted by such a personality as that 
of Mr. Westinghouse himself. There probably never will be 
another combination of financial policies quite similar to that dis- 
played in its history. This much, however, seems clear. In 
meeting practically identical conditions, the General Electric 
policies succeeded; the Westinghouse policies failed. The par- 
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ticular combination of policies followed by the one may be accepted 
as likely to result favorably, and those of the other, at least as 
predisposing to insolvency. Furthermore, each particular policy, 
in so far as it was distinctive, has been shown to have contributed 
directly to the successful combination of policies, on the one hand, 
and to the disastrous, on the other. And it may consequently be 
laid down that, so far as the history of these two concerns shows, 
any or all of the body of policies governing the financial operations 
of the General Electric Company, through the panic of 1907, are 
legitimate and advisable, while those of the Westinghouse Electric 
and Manufacturing Company should be regarded with decided 
skepticism. 
Nites CARPENTER, JR. 
NORTHWESTERN UNIVERSITY 
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WASHINGTON NOTES 


THE SUPPLEMENTARY INCOME TAX DECISIONS 


The Supreme Court of the United States handed down on February 
21 important decisions supplementary to the general opinion on the 
income tax, already outlined in a former number of this Journal. These 
are the opinions in Dodge v. Osborn (No. 396, October Term, 1915), 
Dodge v. Brady (No. 213, ibid.), Tyes Realty Co. v. Anderson (Nos. 393 
and 394), and Stanton v. Baltic Mining Co. (No. 359). The opinions 
in question pass, in more detail than the general decision, upon two 
important aspects of the income tax, viz.: (1) the constitutionality of 
the “surtax”’ or excess tax on the higher incomes, and (2) the question 
whether income derived in part from, or accompanied by and based upon, 
the physical deterioration of property is taxable exactly as if it were 
the result of current operations solely. 

In the three cases first enumerated, various aspects of the constitution- 
ality of the surtax are dealt with. Practically every contention 
relied upon in them for the defeat of the constitutionality of the income 
tax is embraced in the following propositions: (a) that the tax imposed 
by the statute was not sanctioned by the Sixteenth Amendment, because 
the statute exceeded the exceptional and limited power of direct income 
taxation for the first time conferred upon Congress by that amendment, 
and, being outside of the Amendment, and governed solely therefore 
by the general taxing authority conferred upon Congress by the Consti- 
tution, the tax was void as an attempt to levy a direct tax without 
apportionment under the rule established by Pollock v. Farmers’ Loan 
and Trust Co.; and (6) that the statute is, moreover, repugnant to the 
Constitution, both because of the provision therein contained for its 
retroactive operation for a designated time, and because of the illegal 
discriminations and inequalities which it creates, including the pro- 
vision for a progressive tax on the income of individuals and the method 
provided in the statute for computing the taxable income of corporations. 
These two contentions were largely discussed in the original income- 
tax decision, but the positions therein taken are now reiterated and 
specifically applied to the surtax imposed upon progressive principles. 

400 





NOTES 401 


As the particular circumstances and conditions under which the pay- 
ment of the “surtax”’ has been protested differ in the three cases, and as 
in each the general finding of the income-tax decision is applied without 
modification, the series of opinions amounts to a broad general vindica- 
tion and reassertion of the constitutionality of the surtax provision of the 
income tax, under practically all probable conditions. 

In the Baltic Mining case, the complainants attacked the consti- 
tutionality of the income tax on the ground that the “income” of 
mining companies really consisted in part of capital depreciation and 
that to tax this was unjust for the following reasons: 

1. Because all other tax contributors were given a right to deduct a fair 
and reasonable percentage for losses and depreciation of their capital, and they 
were therefore not confined to the arbitrary 5 per cent fixed as the basis for 


deductions by mining corporations. 

2. Because by reason of the differences in the allowances which the statute 
permitted, the tax levied was virtually a net income tax on other corporations 
and individuals and a gross income tax on mining corporations. 

3- Because the statute established a discriminating rule as to individuals 
and other corporations as against mining corporations in the method of the 
allowance for depreciation. 

4. Because of the discrimination created by permitting individuals to 
deduct dividends received from corporations, by permitting the exemption of 
individual incomes below $4,000, and through other methods of exemption 
and supposed favoritism. 


The Court promptly disposes of the allegations of favoritism based 
on mode of assessment as having been settled by the reasoning offered in 
the general income-tax decision; and, in dealing with the supposed 
peculiarity of mining property which results in its depletion as the ore 
is taken out, it reduces the question at issue to a special phase of the 
problem: What is income? As to this, the decision takes the position 
that there is no good ground for the view that— 
the peculiarity of mining property and the exhaustion of the ore body which 
must result from working the mine causes the tax in a case like this where an 
inadequate allowance by way of deduction is made for the exhaustion of the 
ore body to be in the nature of things a tax on property, because of its owner- 
ship, and therefore subject to apportionment. 


Further analysis of this contention leads to its dismissal with the 
remark that there is no ground for the view that a tax on the product 
of a mine is necessarily a direct tax on property, but that, on the contrary, 
such a view is “wholly fallacious.” The constitutionality of income 
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taxes which are levied upon returns obtained partly through theexhaus- 
tion of the physical basis of the property from which income is drawn 
is accordingly sustained. 


A NEW TARIFF COMMISSION PLAN 


President Wilson’s act in recommending the appointment of a 
tariff commission, and the introduction of a bill for the establishment of 
such a board (H.R. 10585, 64th Cong., 1st sess.), has brought the tariff 
discussion to a new stage of development. The action is of unusual 
interest because, as is plainly stated by the President in his letter of 
January 26, the recommendation represents a distinct change of position 
on his part, as well as a breach with the past policy of the Democratic 
party. It will be recalled that the so-called Tariff Board, which was 
established by ex-President Taft under a general or blanket authority 
bestowed by Congress in an appropriation made in connection with the 
Payne-Aldrich Tariff act, was disestablished by the Democrats in conse- 
quence of their view that a tariff commission was not needed in determin- 
ing the rates of import duties. The contest developed into a sharp 
struggle between the regular and Progressive Republicans and the 
Democrats in both branches of Congress, and ultimately resulted in the 
entire abandonment of the project. The element in the establishment of 
the Tariff Board to which critics of the organization took most exception 
was the provision that it should investigate comparative cost of pro- 
duction in the United States and foreign countries, with a view to recom- 
mending changes in tariff duties based upon differences in such cost. 
Experience shows that the differences in cost of production were greater, 
as between more efficient and less efficient plants located in the United 
States, than between American plants, either as individuals or on the 
average, and foreign establishments. As much of the work of the Tariff 
Board was based upon this theory of making rates vary in accordance 
with differences in cost, it was the opinion of some critics that the Board’s 
work was not valuable. Nevertheless, the Board, during its existence, 
succeeded in accumulating a very considerable mass of data and statistics 
relating to various industries. The new commission to be established 
under the bill already referred to is expected to have very large powers, 
including investigation of rates of duties, the status of commercial credit, 
“and all conditions, causes, and effects relating to unfair competition of 
foreign industries with those of the United States, including dumping.” 
The Cost of Production Division in the Bureau of Foreign and Domestic 
Commerce, as well as all records, papers, etc., formerly belonging to the 
Tariff Board, are to be transferred to the new commission. The com- 
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mission is authorized to summon witnesses and administer oaths, so that 
its powers are practically as broad as any that have been asked by the 
more reasonable advocates of tariff commission within recent years. 
Nowhere, however, is there a suggestion that the new commission is to 
devote itself primarily to the investigation of differences in cost of 
production; and nowhere is there any instruction to it to recommend 
rates of duty to be enacted by Congress. The commission is to “sub- 
mit from time to time to Congress the reports of its investigations” in 
regard to the working of the tariff, but the evident intent of the measure 
is that these reports shall be of a semiscientific and non-political nature. 

This tariff commission enterprise is, therefore, obviously different 
in its nature both from the former Tariff Board and from other tariff com- 
mission plans that have been put forward from time to time in recent 
years. However, the adoption of any tariff commission idea by the 
Democratic party within two years of the time when the general concept 
of such a commission had been rejected by accredited representatives of 
that party, constitutes a striking example of the rapidity with which 
political issues and conditions are now changing. 


EARNINGS OF FEDERAL RESERVE BANKS 

The Federal Reserve Board has issued a complete tabular and 
analyzed statement showing the cost and character of the business done 
by the reserve banks during the past year. From this statement it is 
shown that the aggregate earnings for the year 1915 were $2,130,610. 00, 
while the aggregate expenses were $1,490,729.00, leaving a net income 
of about $640,000.00. The final result of the year’s operations shows 
that two of the banks have paid dividends (Richmond at 5 per cent and 
Dallas at 3 per cent), while one other is in position to pay a dividend. 
Dividends, under recent regulations of the Board, are not payable until 
after both organization and current expenses have been written off. 
The payment of a dividend by a bank, therefore, means that it has pro- 
vided for cost of its federal reserve notes, its furniture and fixtures, and 
all introductory outlays, in addition, of course, to its current or going 
charges. Several of the banks have covered current and organization 
expenses with a small or negligible margin, and two show a deficit for the 
current operations of the year. The experience, although covering a 
full year’s operation in the technical sense, is not regarded as representa- 
tive, for the reason that during the first half-year the regulations govern- 
ing the business of the banks had not been fully developed, the general 
situation as to commercial paper was even less well-defined than at 
present, while throughout there has been a condition of ease of money 
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that has precluded the member banks, as well as the federal reserve banks, 
from earning as they otherwise would have been able to. On the whole, 
therefore, the showing of the banks during their first year of experience 
is considered satisfactory. 

The analyses of the business done by the federal reserve banks are 
equally interesting, as they show that about 75 per cent of the business at 
the close of the year was being obtained from so-called open-market 
operations, including municipal warrants, government bonds, and 
bankers’ acceptances, with a very small amount of commercial paper. 
Of the relatively small percentage of the total business which consisted 
of rediscounts for member banks, practically all was transacted on 
behalf of the smaller or country institutions, very few city banks making 
application owing to the great plethora of available funds. In the redis- 
counted paper the smaller denominations figure to a preponderating 
degree, items not to exceed $5,000 constituting fully 50 per cent of the 
total business. Another striking feature of the operations of the banks 
is that so little of their real work has been done through the issue of 
currency. Only about $17,000,000 of notes protected by commercial 
paper were outstanding at the close of the year, all other notes being 
substantially gold certificates. The bulk of the accommodation extended 
by the banks during the past year has unmistakably been effected either 
through credits on their own books, or else through the actual payment 
of reserve money out of the vaults. One reason for this latter situation 
is the fact that the undeveloped state of the clearance and collection 
system has prevented banks from carrying excess balances with the 
reserve institutions to the extent that may normally be expected in the 


near future. 
AN INVESTIGATION OF PIPE-LINES 


The Federal Trade Commission has rendered a report on the pipe- 
line transportation of petroleum which adds a considerable amount of 
material to the data already available on that subject. This report 
has the additional interest of being one of the first to be issued by the 
commission in question. 

The report deals with the transportation of crude oil by the five 
large interstate pipe-line systems tapping the mid-continent field, which 
includes the oil-producing pools of Kansas, Oklahoma, northern Texas, 
and northern Louisiana. It was made in response to a resolution of 
the Senate (S. Res. No. 109, 63d Cong., 1st sess.), but deals with only a 
part of the subject indicated by this resolution, the investigation of other 
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matters not having been completed. This report is also responsive, in 
part, to another resolution of the Senate (S. Res. No. 457, 63d Cong., 
2d sess.). Subsequent to the passage of the first of these resolutions 
the Senate directed an inquiry to be made by the Interstate Commerce 
Commission, which involved the subject of pipe-line transportation. 
The Federal Trade Commission investigation was practically completed 
before the Senate directed the Interstate Commerce Commission to make 
its inquiry. In order to avoid as far as possible any duplication of work, 
a mutual arrangement was made by the two commissions, whereby the 
Federal Trade Commission completed its investigation of the large inter- 
state pipe-line systems operating in the mid-continent field and the 
Interstate Commerce Commission began an investigation of the pipe- 
line systems operating east of the Mississippi River. These large 
eastern pipe-line systems were therefore not covered by the investigation 
of the Federal Trade Commission and are not considered in this report. 

This report shows the total investment of the companies which 
operate these five large interstate systems, their total earnings, their 
investment in pipe-lines, the cost of transporting crude oil by pipe- 
lines, the charges and regulations imposed by them for the carrying of 
oil for other shippers, the excess of such charges over the actual cost 
of transporting crude oil through pipe-lines, the earnings which would 
be realized by the pipe-line companies if such charges were paid on all 
oil shipped by them, and other phases of the present conditions of pipe- 
line transportation. 

The general conclusion arrived at is that the earnings of the com- 
panies owning pipe-lines average a little less than 20 per cent, and that 
lower rates would be necessary in many cases to enable the small refineries 
not owning pipe-lines to compete with the large companies which do own 
the lines. In closing, the Commission says: 

The conclusion is evident that lower rates and equitable shipping require- 
ments by pipe-line are necessary in order to make pipe-lines common carriers 
in fact as well as in law, and that the prosperity and perhaps even the existence 
of many small concerns are dependent upon reasonable and equitable shipping 
conditions. 

Lower pipe-line rates and reasonable pipe-line shipping requirements 
would enable many small producers and refiners to transport crude oil from the 
mid-continent field by pipe-line who are now unable to do so, and would, there- 
fore, tend to equalize competition in the sale of crude oil by increasing it in some 
markets where it is slight or non-existent and by reducing it in others where it is 
extraordinarily keen. While the natural disadvantage of location of the 
mid-continent field with respect to the largest consuming markets cannot be 
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removed, the artificial disadvantage due to high pipe-line rates and shipping 
requirements can be eliminated. 


REFUNDING THE NATIONAL DEBT 


A definite beginning has been made in refunding the outstanding 
bonded debt of the United States. available for use as security for circula- 
tion, into higher interest-bearing bonds without the circulation privilege. 
The Federal Reserve Act provides for the sale of $25,000,000 annually of 
bonds held by national banks to federal reserve banks, such bonds to be 
duly allotted to them by the Federal Reserve Board on the basis of ap- 
plications for sale filed with the Treasurer of the United States. In addi- 
tion, the act contains provisions understood to authorize the Secretary of 
the Treasury to convert not only these $25,000,000 of bonds to be taken 
over by federal reserve banks from their members, but also such other 
bonds as they might buy in the open market, into 3 per cent securities, 
either thirty-year bonds, or one-year gold notes. Both phases of this 
bond operation have now been definitely arranged, and after April 1 the 
first allotment will be made, upon a quarterly basis aggregating $25,000,- 
ooo annually, to the federal reserve banks. The Secretary of the 
Treasury has undertaken, according to a letter of February 28, addressed 
to the Board, to convert $30,000,000 of 2 per cent securities into 3 per 
cent bonds or notes during the current year. In this letter Mr. McAdoo 


says: 

I am now prepared to issue upon application and approval, as aforesaid, 
thirty-year 3 per centum gold bonds and one-year gold notes in exchange for 
United States 2 per centum gold bonds bearing the circulation privilege, but 
against which no circulation is outstanding, of the face value of $30,000,000 
during the year 1916 upon the making of satisfactory obligations by the federal 
resetve banks in case of the issuance to them of one-year gold notes. Until 
further ordered I will issue such proportion of one-year gold notes, not exceed- 
ing one-half in amount of the bonds offered for conversion, as the banks may 
apply for, provided that in each instance the proportion applied for by the 
banks is approved by the Federal Reserve Board. 

Such conversions will be made quarterly on the first days of January, 
April, July, and October, which dates correspond to the interest periods for 
the 2 per cent consols of 1930, and applications must have been received prior 
to such in order to have the exchanges made. The bonds and notes are now 
in the hands of the Bureau of Engraving and Printing, and in the event they 
are not ready for delivery when conversions are effected, temporary forms of 
bonds and notes will be issued which may later be exchanged for the permanent 


securities. 
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By a subsequent letter dated March 4, however, the Secretary of the 
Treasury has fixed the relative proportion of the bonds and notes to be 
issued by him in the conversion operation at 50 per cent each, so that a 
reserve bank applying for the conversion of 2 per cent bonds would be 
obliged to take one-half of its new securities in bonds and the other half 
in one-year notes. Inasmuch as the federal reserve banks are holders 
of approximately $30,000,000 in bonds, the arrangements now made 
are sufficient to enable them to convert all of their securities into 3 per 
cent issues. In the past the Federal Reserve Board has held that bonds 
bought in the open market by federal reserve banks may, if they desire, 
be offset against such bonds as may be allotted to them as their propor- 
tion or share of the $25,000,000 purchase. It cannot therefore be stated 
exactly to what extent federal reserve banks will actually be compelled 
to take over allotments of bonds as part of the $25,000,000 operation, 
since it is as yet uncertain how far they will wish to make use of this 
privilege of offset. Should they not employ the offset at all, they would, 
at the end of the year 1916, be holders of $25,000,000'in bonds which they 
had not been able in the meantime to convert. 

The important aspect of the situation does not lie in the relatively 
small amount of bonds whose conversion is now undertaken, but in the 
fact that discussion during the past few months has resulted in recogniz- 
ing the power of the Secretary of the Treasury to convert as many of 
these bonds as he may see fit into 3 per cent securities, so that both he 
and his successors will be able to regulate the rate of conversion in accord- 
ance with the capacity of the Treasury to make provision for the cost, 
of such changes. Thus is definitely set on foot the policy of retiring 
the bond-secured circulation which has so long been justly regarded as 
a principal source of difficulty and weakness in the currency system of 
the United States, inasmuch as the existence of the bonds with circula- 
tion privilege has provided a temptation for the issue of unnecessary 
national bank currency, and, incidentally, an obstacle to the retirement 
of such currency when it was no longer needed. In almost all of the 
currency plans of the past, provision for these bonds was regarded as 
essential to the attainment of an elastic currency, and experience under 
the Federal Reserve act has made it plain that actual progress depends 
in a great degree upon the withdrawal of the existing bonds with circula- 
tion privileges. This amounts to saying that a beginning has at length 
definitely been made in developing one of the cardinal elements in true 
currency reform, and that a means has been found for expediting progress 
in that direction at as rapid a rate as the capacity of the Treasury will 
permit. 
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The Nature and Purpose of the Measurement of Social Phenomena. 
By A. L. Bowtrey. London: P. S. King & Son, 1915. 8vo, 
pp. vili+241. 3s. 6d. 

The formidable name of this book must not be taken too seriously. 
Mr. Bowley himself hastens to say so in a prefatory note which is pretty 
nearly an apology for the title-page. Without such a warning the reader 
might expect to find here a systematic treatise, somewhat in the German 
manner, profound, abstract, and impersonal. What he does find is a 
small volume of large print in which a versatile and accomplished statis- 
tician, talking of British conditions to a British university audience, dis- 
cusses practically and in the light of his own experience some of the 
methods and aims of a comprehensive social survey. 

The first part of the book is concerned with the problems of defining 
a national or social group, for purposes of investigation, and of classify- 
ing its members. Taking territorial area and unity of government as 
bases of primary statistical grouping, the author proceeds to indicate 
classifications in terms of industrial affiliation and occupation, degrees 
of economic dependence, social position, and amount of income. The 
later chapters, introduced by a discussion of the nature of family income, 
deal with measurements of some economic characteristics of the groups 
and types of persons which have been differentiated, and lead, by way of 
the concept of the standard of living, to a review of the criteria of human 
progress. Despite the rather abstruse nature of many of these topics 
the book is thoroughly readable. Its brevity, its pleasant lecture style, 
its skilful epitomizing of statistical rules and principles permit one to 
read the whole work over at a sitting. Such a reading, however, by no 
means exhausts the book’s usefulness. Much of its compact advice 
deserves study and reflection, and will be fully appreciated only by the 
statistician who has already done thinking of his own on subjects such 
as these. 

The closing chapters, devoted not so much to method as to inter- 
pretation, will chiefly interest most readers. Mr. Bowley has made a 
real contribution to the literature of the standard of living. He has 
touched the subject at only one or two points, it is true; but what he 
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has written is consistent, incisive, and clarifying. Anyone who has come 
to realize the looseness of thought and confusion of meanings that per- 
vade most discussions of the standard of living will welcome this dis- 
criminating commentary. 

Throughout the book it is apparent that Mr. Bowley is discussing 
not statistical problems at large but the concrete statistical problems he 
has himselt encountered. He is giving some of his statistical remi- 
niscences. This quality of his work, in one sense a limitation, is at the 
same time perhaps its most interesting feature and even its cardinal merit. 
For here is a book of statistical experience; and statistical experience 
is not easy to put into books. Raw data, good and bad, we have in 
plenty. Of competent treatises on pure statistical theory there are not 
a few. But to bring together the facts in harmony with the principles 
we need statistical insight and a sense of statistical values that only 
experience can originally give, and that only the experienced teacher 
can impart. Were there some statistical clinic, some atelier, where 
masters of the craft gave themselves over to training others by direct 
contact and example, the novitiate in statistics would be far more 
effectual than it now ordinarily is. Unfortunately such training is rarely 
tobe had. Those who serve their apprenticeship in government bureaus 
too often acquire habits rather than experience, and stiffen in the routine 
of arule of thumb. Where competent personal guidance is thus lacking 
the student falls back on books. Hence it is that such a book as this 
which Mr. Bowley now gives us has special significance and promise of 
usefulness. It is no epoch-making achievement; but it represents a 
more than usually successful attempt to occupy the difficult middle 
ground of statistical procedure where fact and theory meet in scientific 


interpretation. 
James A. FIELD 


UNIVERSITY OF CHICAGO 


Some Problems in Market Distribution. By A. W. SHAW. Cam- 
bridge: Harvard University Press, 1915. 12mo, pp. 119. 
$1.00. 

Much the greater part of this little volume was published under the 
foregoing title in the Quarterly Journal of Economics for August, 1912. 
The new material is to be found in the first chapter, but even this is 
familiar to those students who have attended the author’s course of 
lectures. None the less it is satisfactory to have this full and convenient 
expression of Mr. Shaw’s ideas. They are well worth knowing. 
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Mr. Shaw has declared war upon the empirical, rule-of-thumb 
methods of the merchant—the business man who is engaged in the dis- 
tributive process. What the manufacturer has done, and is doing, says 
Mr. Shaw, in the standardization of his work, in solving his problems 
by scientific methods, the ““manager”’ should do in his work. At present 
“selling is on a purely experimental basis” (p. 41), and the consequence 
is a vast amount of lost motion. ‘The crux of the distributive problem 
is the proper exercise of the selling function” (p. 107). For “society 
can no more afford an ill-adjusted system of distribution than it can 
inefficient and wasteful methods of production”’ (p. 44). 

The first step toward a betterment of business methods is a scientific 
approach to the business problems. This means a careful analysis of 
all business operations. Chap. i propounds the theoretical basis for such 
an approach. In brief the theory is this: All business activities have a 
common underlying principle—“ the application of motion to material.” 
They fall naturally into these three classes: (1) activities of production, 
which change the form of materials, (2) activities of distribution, which 
change the place and ownership, and (3) “facilitating activities,” or 
administration. The different phases of these activities are found to be 
analogous. Just as production has its problems of material, labor, and 
organization, so has distribution its problems of materials (ideas about 
goods), of selling agencies, and of organization. Just as production has 
its problems of plant location, plant construction, and plant equipment, 
so the facilitating activities (administration) have their problems of 
location, construction, and equipment. The business man, the “man- 
ager,” finds by means of such an analysis three sets of problems; these 
within the four walls of his plant, the internal problems, and two sorts 
of social problems, one connected with his labor and market, and the 
other consisting of the system of social control known as “the law, the 
government, and public opinion.”” To isolate and to segregate those 
various problems is the manager’s first duty. He must withdraw him- 
self sufficiently from the daily routine to take a broad point of view, and 
yet he must forever keep in touch with the “symptomatic details.” 

What this means is that the business man “must introduce the 
laboratory point of view” (p. 44). Let him apply the laboratory method 
to his price policies to determine whether he will sell ‘‘at the market 
minus,” “at the market,” or “at the market plus”’ (chap. ii). Let him 
apply it to his selling agencies to determine whether he will employ 
(x) middlemen, (2) producers’ salesmen, or (3) advertising (chap. iii). 
And finally let him apply it to his analysis of the market for his product 
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(chap. iv). A simple application of the statistician’s law of averages will 
enable the business man to perform experiments analogous to those of 
the chemist and the physicist. He can send out a series of test letters 
and analyze the response with scientific accuracy. 

From first to last here is a plea for the application of scientific 
laboratory methods to the problem of distribution. ‘The engineer 
does not choose material for a bridge by building a bridge of the material 
and waiting to see whether it stands. He first tests the material in the 
laboratory. That is what the business man must do” (p. 10). 


C. S. Duncan 
UNIVERSITY OF CHICAGO 


Inventors and Money-Makers. By F. W. Taussic. New York: 
Macmillan, 1915. 8vo, pp. 138. $1.00. 

There is a widespread interest in character analysis. It is evinced 
in a number of fields, notably in industry, education, and criminology. 
These fields are calling upon psychology to lend its principles and methods 
to the task of interpreting human behavior and measuring human capac- 
ities. In recognition of this general interest in character analysis Pro- 
fessor Taussig offers this little volume wherein he attempts to analyze 
two important types—the inventor and the money-maker. The book 
contains the substance of a series of lectures at Brown University. 

The subject is frankly limited to the place occupied by the instincts 
in determining the behavior of these types. The author proposes the 
doctrine that men are led to invent and to make money because of the 
residence within them of spontaneous impulses to activity. He stoutly 
opposes the doctrine that hedonistic factors initiate these industrial 
activities. True, pleasantness and unpleasantness may be present, but 
these factors represent something added by experience. The instinct in 
its pristine form is inherently blind. 

In the analysis of inventive genius the author recognizes a mixture 
of many motives, but affirms that the chief motive power is an innate 
spontaneous tendency to activity which, for want of a better term, he 
calls the instinct of contrivance. After showing the manifestations of 
this in the individual inventor, the author relates the instinct to such 
economic situations as minute partition of labor, wages system, and 
limitation of output as practiced by labor unions. He concludes that 
these conditions are inimical to the free and healthful exercise of the 
instinct of contrivance and tend to smother it. Doubts may be enter- 
tained as to the validity of Professor Taussig’s pessimistic note for two 
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reasons. First, if the instinct is so imperious and is the result of remote 
inheritance, there is little likelihood that it can be damaged by such 
environmental influences. The second argument is of a factual nature 
and consists in the fact that modern industry provides opportunity for 
invention as never before. Organized efforts to foster it are being made 
by governments, corporate bodies, and private enterprise. Furthermore, 
the fields in which it may be exercised are more diversified than ever 
before. Lastly, the rewards are greater. These observations should 
allay the fears entertained by Professor Taussig. Further encouraging 
facts would doubtless be brought to light by a statistical comparison 
between past and present inventors. 

The author uses the experience of the typical successful business man 
as the source for his analysis of money-making. He recognizes as instinc- 
tive tendencies contrivance, acquisition, domination, emulation, and 
sympathy. In dealing with instincts there is great danger of failing to 
distinguish between those kinds of behavior that are typically hereditary 
and those that are acquired. The author recognizes this danger and is 
fairly successful in avoiding it. Nevertheless he falls into the trap when 
he seeks to explain why the money-maker who already has more than 
a competence still persists in money-making activities. The author 
ascribes this to the influence of the instinct of domination. Most psy- 
chologists would probably attribute it to habit. The particular occupa- 
tional activity, after many years of repetition, becomes ingrained as a 
habit and carries itself along without any impulsive striving such as 
accompanies instinctive action. 

The book is written in charming style and contains enough illustra- 
tive material from biography to maintain interest and to vivify the 
arguments. It should furnish ‘the model for similar analyses of types 
and should be stimulative of further efforts to show the relations between 


psychology and economics. 
H. D. Kitson 


UNIVERSITY OF CHICAGO 





The Trust Problem. By Epwarp DANA Duranp. Cambridge: Har- 
vard University Press, 1915. 8vo, pp. 145. $1.00 net. 

This volume is of modest size, containing a series of lectures reprinted from 
the Quarierly Journal of Economics, with an appendix exhibiting the texts of the 
Sherman law and of the acts of 1914, and pertinent extracts from other laws. 

The book is not a general treatise, but condenses into small compass a 
strong and well-rounded argument in favor of persisting in the present policy 
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of attempting to restore competition. The author even has the audacity to 
approve the main outlines of the recent legislation. 

Some of the chief points made are as follows: Potential competition alone 
will not protect the consumer if combination is freely permitted. The attempts 
to prevent combinations or break them up have been successful in a wide range 
of minor cases. Even in the conspicuous cases of large and firm-knit consoli- 
dations, while little has been accomplished, the right method of unscrambling 
eggs has not been followed. No method gives hope of success unless the 
reconstructed fragments are owned by wholly separate groups of stockholders. 
Tolerable competitive conditions are quite possible even in modern large-scale 
industry. Price regulation by government is a more far-reaching and difficult 
undertaking than most people realize. In analyzing the productive advantages 
of trusts the general economies of size must be distinguished from those which 
can be gained only by a combination possessing monopoly power, for monopoly 
is not necessarily bound up with the attaining of industrial efficiency. 

On these crucial topics the treatment is too brief to permit of going into 
the evidence in any detail. This limitation is felt particularly in the matter 
of the possibility of maintaining reasonable competition. Such material is 
difficult to handle in lecture form, but the author suggests another reason for 
making no attempt to compile data. His familiarity with statistics has bred, 
not contempt, but a lively sense of the inconclusiveness of most statistical 
comparisons as proofs of the things we really want to know about trusts. 
Accordingly he does not claim to have proved all his points with mathematical 
finality. Nevertheless his contentions are supported in a way to carry very 
adequate conviction. The book will be a welcome addition to trust literature. 


Carrying Out the City Plan. By FLAVEL SHurtierr and F. L. OLmMsTep. 
New York: Survey Associates, 1914. 8vo, pp. ix+349. $2.00. 


Because of the great variations in the efficiency of methods employed in 
carrying out the city plan, and in response to the need for guidance in technical 
subjects connected with public improvements, the authors have here briefly 
called attention to the more significant variations in methods employed by 
leading American cities in acquiring land for public improvements, in distrib- 
uting the costs, and in administering details ‘‘essential to the shaping of our 
growing cities to the needs of their inhabitants.’”’ The work is largely technical 
and covers in the main the legal aspects of the problems. As such the informa- 
tion is based on municipal and state codes and court rulings. Cases are cited 
wherever possible. 

The consensus of opinions rendered by the questionnaire favors the acquisi- 
tion of land for civic purposes by a permanent tribunal detailed for assessment 
purposes as against any jury system. In distributing the costs, special assess- 
ments are favored as against the European plan of excess condemnation; it 
is more equitable, though the latter method has its worthy points. 
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A chapter devoted to a discussion of the police power shows to what extent 
this sovereign power has been used in city administrative work and also 
enumerates definitions and amplifications given it by courts in recent 
decisions. The chapter on the administrative aspects of city-planning is 
suggestive for constructive activity and shows the best in present municipal 
schemes. 

The book is of particular value to those patriotic citizens who are interested 
in civic improvement and have service to perform as officials; it is well done, 
has a good index, but contains occasional and needless details. The appen- 
dixes, which cover over one hundred pages, contain source material covering 
enactments and important court decisions patent to the discussion. The 
Introduction, written by Mr. Olmsted, sets forth the purposes and plan of the 
book in a clear and concise way. 


Railway Regulation. . By I. LEo SHARFMAN. (LaSalle Business Texts.) 
Chicago: LaSalle Extension University, 1915. 8vo, pp. 230. 
$2.00. 

Those interested in the economic problems of state control will welcome 
this account of American railway regulation. The problem of harmonizing 
public and private interests and developing a system whereby the promotion 
of public welfare and the stimulation of individual enterprise may be secured, 
is one not only of greatest difficulty but also of supreme importance. A back- 
ground for the study is laid down in the two chapters on American railway 
development and the nature of railway competition, whence the conclusion 
follows that the need “for public regulation of railway rates does not arise 
from any conclusive evidence as to the extortionate character of the general 
level of American rates; it arises, rather, from the very nature of the railway 
business and from the extreme complexity of the railway rate structure” 
(p. 85). After a discussion of the theory of rate-making and some examples 
of actual practice, there follows a historical account of rate regulation in the 
United States and of the various efforts that have been made by different 
governing bodies to prevent the various forms of discrimination. Concerning 
the conflict of state and federal authority, Mr. Sharfman concludes that “the 
supremacy of the federal government in railway regulation must be vigorously 
safeguarded and uniformly maintained”’ (p. 220). 

For a concise and clear statement of the whole problem the book leaves 
little to be desired. It collects the material from sources, well known enough 
to be sure, but not usually convenient of access to those wanting an adequate 
knowledge of American railway regulation. Pertinent quotations are taken 
from court decisions on vital matters, ana a judicial poise is maintained 
throughout the work. 
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The Canadian Commonwealth. By AcNeEsLaut. Indianapolis: Bobbs- 

Merrill Co., 1915. 8vo, pp. 334. $1.50. 

“A democratized edition of a Greater Britain Overseas” is the goal of 
Canada’s destiny. To compel assent to this assertion the author discusses 
vital Canadian problems, such as immigration, defense, government, the sig- 
nificance of the Panama Canal, and the development of natural resources. 
Though the present state of Canadian politics and Canadian party government 
is certainly too rosily depicted in this book, it is, without doubt, no mistake to 
predict a great future growth for the young nation. 

The conduct of the nations involved in the present war stimulates much 
speculation as to national policy. The author points out that in the past 
Canada has relied too exclusively on individual initiative and wealth of natural 
resources, and that the evidence of the present hour points definitely to the 
great value of state action in the development of native energies and the pro- 
motion of national efficiency. Whether Canada requires extensive state inter- 
ference is questionable; but scarcely a person will hesitate to agree with the 
author that the Dominion needs more government initiative in the way of 
conservation and the establishment of more public works. 

The book is not politically or economically profound, but it presents the 
problem in a non-academic style which, though at times bombastic, is never- 
theless stimulating in its raciness, and hope-bringing to a nation in the toils 
of anxiety and suffering. 


The Normal Life. By Epwarp T. Devine. New York: Survey Asso- 
ciates, I915. 12m0, pp. 233. $1.00. 

The author has given here a vigorous twentieth-century philosophy of 
life, at once idealistic and practical. His method of approach is best given 
in his own words when he states the object to be one of seeing “some old 
problems in a new light, taking for the background the normal individual life, 
and, following it through from beginning to end, trying to determine what 
are the social conditions essential to each state in securing it.’””’ The normal 
life is not a long-drawn-out existence, nor yet an impossibly idealistic state, 
but that complete experience possible for each one of us in realizing the best 
in life. 

Dr. Devine has not passed by as non-existent the pathological conditions 
of society; these he has met squarely, not by making an issue of them, but by 
showing their incongruity in the normal life. There is no place in the picture 
for neglected orphans, child workers, ignorant and inefficient men and women; 
for drunkenness, vice, or habitual crime; for premature old age or early death. 
Dr. Devine tells why and how they are not necessary. 

The treatment at times is brief, especially in arguments for economic 
reforms, but the terms are broad and suggestive rather than detailed. The 
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field is broad, the problems those of the range of human activity, and it is to 
the credit of the writer that all have been handled so well. 


The House on Henry Street. By Littian D. WALD. New York: Henry 
Holt & Co., 1915. 8vo, pp. 317. $2.00. 

The founder of the House on Henry Street tells of the beginning and growth 
of that New York East Side Settlement which started with an “inspiration to 
be of use” and has become a great influence in the city and state. Miss Wald 
had as a foundation for her work, training in a nurses’ school and a medical 
college, and a desire to serve. She began by giving instruction in home nursing 
in an old building in Henry Street, and from there a little child led her into an 
experience that determined her to live among the people she wanted to help. 
She spends few words on the discomforts which she and her fellow-worker, 
Mary M. Brewster, suffered, but passes quickly to the reform movements that 
have been instituted or adopted as a part of the settlement work. She gives 
many examples of some concrete problem whose solution involved the solving 
of greater problems: through Louis “who would not cure his head” she first 
realized the duty of the school to provide medical attention for its children, 
and through the daughter of a neighbor she first became acquainted with the 
question of the trade union. Her attitude of appreciation for co-operation 
received in the past and of hopefulness for the future, and her sympathetic 
interpretation of the incidents she has chosen to give, make the book pleasant 
reading. Its worth is added to by the etchings which were drawn by “one 
who had found his art expression there.” 


Business Economics. By Ernest L. Bocart. (LaSalle Business 

Texts.) Chicago: LaSalle Extension University, 1915. 8vo, 

Pp. vili+268. $2.00. 

As an elementary textbook attempting to give a general outline of the 
field of economics this book may be considered fairly satisfactory. It treats 
of various industrial problems such as unemployment, crises, and the trusts, 
and gives a few outstanding facts concerning natural resources, banking, and 
transportation, and the general nature of capitalistic production. Some of the 
subjects touched upon lend themselves to abbreviation and concise statement 
better than others and consequently are more adequately discussed. Such 
a subject as “Saving and Spending,” for example, might safely be attempted 
in fourteen pages, whereas it is hardly possible to begin on the subject “ Money 
and Banking” in nine. However, the book is lucid and well written, and of its 
kind it must be admitted to be a good example. 

















